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N VIEW of the wide-spread interest among bankers in the 
monetary views of the Administration, THE BANKERS 
MAGAZINE presents in this issue an article by Unrrep 
STATES SENATOR THOMAS of Oklahoma stating his views as to 
why an increase in the currency is necessary. This article is 
presented in pursuance of the general editorial policy of THE 
BANKERS MaGazInE to present both sides of important 
questions relating to money and banking. The subject of inflation 
is also discussed in this issue in Editorial Comment beginning on 
page 597. 

















































SENATOR THOMAS expresses the opinion that the Republican policy 
of “contracting the currency,” ruined agriculture and industry and 
states it as his opinion that a return to the 1926 dollar is the only 
way of avoiding repudiation of our enormous accumulation of 
debts. In opposition to the views of Senator Thomas we publish 
in this issue an article by Proressor E. C. Harwoop of the 
Massachusetts Institute of ‘Technology. Professor Harwood 
refuses to subscribe to the theory that only a “shot in the arm” 
will set business going again. He believes that uncertainty as to 
the monetary future is paralyzing business and that the infla- 
tionists’ hopes of high incomes for all must end in breakdown and 
disillusionment. 
















































THE BANKERS MaGAZINE is privileged to begin in this issue 
the publication of a series of articles on the “merchandising” 
aspects of bank management by Dr. L. Douc.as MerepirH of the 
University of Vermont. Dr. Meredith has for a number of years 
specialized in a study and investigation of the methods used by the 
most progressive banks in what might be called the “selling” end 
of their business. ‘These articles will cover in complete detail the 
various processes by which banks sell their services to the public 
and will constitute the most complete and scientific treatment of 
this subject ever published. They should be extremely valuable 
to every bank executive. 








Courts are rather liberal as to the form of a trustee’s accounting 
but nevertheless there have grown up conventions as to form so 
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marked that neither an inexperienced layman nor even a public 
accountant without special knowledge of the subject of trustee 
accounting would probably be able to draw up an accounting in 
the customary approved form. This intricate subject of trustee 
accounting is discussed in this month’s article by CurHBERT LEE, 
whose monthly articles on personal trust administration are being 
sagerly read by trust officers all over the country. Readers of 
THE Bankers MaGazIneE will be interested to know that 
Mr. Lee’s book “Personal Trust Administration: Manual for 
Banks and Trust Companies” is being published this month. 


ON PAGE 635 of this issue will be found the third of a series of 
twelve articles by FREDERICK MUELLER, JR., discussing the various 
problems involved in the management of the earning assets of the 
bank. This month’s article discusses the procedure involved in 
affecting the security of loans and discounts. 


STaTE banking departments and bankers in eight states have 
entered into arrangements with the Federal Land banks to refinance 
at least a part of the farm mortgages held in closed or restricted 
banks, and in some states this activity is extended to all banks. 
The purpose of these operations is threefold: to refinance farmers, 
place money in the hands of depositors in closed or restricted banks 
and aid restricted banks to remove restrictions as quickly as 
possible. A survey of the refinancing of farm mortgages by the 
Federal Land banks by Enwy B. Ret appears in this issue begin- 
ning on page 648. 


ON PAGE 661 will be found an inside, “eye-witness” account of the 
closing of an old and honorable bank that went down in the bank- 
ing tornado of last March. This article entitled “A Calico Bank Is 
Vanishing” is written by Miuprep F. TEep and readers of THE 
Bankers MAGAZINE will find it one of the most human documents 
which we have published in some time. 


Reapers of THE Bankers MaGazINE are urged to take 
advantage of our new department which begins on page 685 of 
this issue “Letters to the Editor.” In this department we welcome 
expressions of opinion by our readers on any banking topic or a 
discussion of any articles which appear in THE BANKERS MAGAZINE. 


WE also would call the attention of our readers to two other new 
departments, “Current Articles” on page 688 and “Current 
Speeches” on page 693. 
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Editorial Comment 
THE RISING TIDE AGAINST INFLATION 


N recent weeks there has been a re- 
| manatee outburst of agitation against 

inflation. This development, though 
gradually taking place for some time, and 
especially since the adoption of the gold- 
buying policy, became acute in mid- 
October with the changes taking place 
at the Treasury. Secretary Woodin, 
whose health has been impaired for some 
time, offered his resignation, but was 
persuaded by the President to take an 
indefinite leave of absence. His place 
was filled, temporarily, by the appoint- 
ment of Henry Morgenthau, Jr., as 
Acting Secretary. The significance of 
this change has, perhaps, been exagger- 
ated. For while Secretary Woodin has 
been regarded as a conservative with re- 
spect to monetary policy, he was careful 
to point out, in his letter of resignation, 
loyalty to his chief. Of greater signifi- 
cance than the change in the acting head 
of the Treasury, was the fact that Dean 
G. Acheson, Under Secretary, would in 
accordance with custom have been ap- 
pointed to succeed Secretary Woodin. 
But, instead, he resigned and for the 
reason, as has since clearly developed, 
that he was opposed to the gold-buying 
policy. 

Whatever view one may hold as re- 
gards this policy, the President cannot 
fairly be criticized for wishing to have 
at the Treasury some one who would not 
antagonize his policy, but would co- 
operate with him in making it effective. 
‘That Mr. Morgenthau meets this require- 
ment, perhaps more completely than did 
Secretary Woodin, and certainly more 
than Mr. Acheson, is plain enough. 

The shake-up at the Treasury, follow- 
ing the changes mentioned, received 
fresh impetus a few days later, when 
Professor O. M. W. Sprague, financial 





adviser, not only resigned, but issued a 
sweeping condemnation of the present 
monetary policy. 

Then the storm broke in its full fury, 
and we are facing a controversy over the 
money question of even greater severity 
than that which raged in 1893 and for 
several years thereafter. In that fight 
the advocates of the gold standard were 
victorious. It is less certain that the out- 
come will be the same now, with the 
great distress prevailing, which many 
ascribe—wrongfully as is believed—to a 
defective monetary system. 

Where THE BANKERS MAGAZINE 
stands on this question need hardly be 
stated now. Our position was fully set 
forth in these pages as early as the June 
issue of the present year, and empha- 
sized in subsequent numbers, long before 
the controversy had reached its present 
acute stage. The reasons for that posi- 
tion have also been stated, namely, that 
history has universally condemned in- 
flationary measures, and that the great 
weight of economic authority supported 
the verdict of experience. 

To get an accurate perspective of the 
existing situation, a backward look will 
be required. The amendments to the 
Agricultural Recovery Act provided 
that the President might reduce the gold 
content of the dollar by 50 per cent., 
authorize the free coinage of silver and 
issue greenbacks to the amount of $3,- 
000,000,000. Those who now are so 
loud in condemning the President should 
bear in mind that he has done none of 
these things. But he has entered upon 
a policy of buying gold at a price much 
above the statutory figure, and with the 
object of raising domestic prices through 
a depreciation of the foreign exchange 
value of the dollar. And there is ground 
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for the apprehension that the President 
may invoke some or all of the inflation- 
ary powers conferred upon him, in case 
his attempts to raise prices by other 
means should not succeed. Warrant for 
this statement is found in the President's 
own words. He has announced his ob- 
ject as the raising of commodity price 
levels, and especially of farm products. 
If this rise cannot be brought about in 
one way, it will be done in another. 
“Do it we will.” 

This is the basis for the fear that the 
President, who has heretofore not re- 
sorted to the extreme measures of in- 
flation authorized by Congress, may 
turn to them should other measures fail 
to bring about his objective—the raising 
of commodity prices. 

Here we find an explanation of the 
rather sudden outburst of agitation 
against inflation. But there is another, 
and perhaps a better, explanation for it. 
This consists in the well-grounded fear 
that Congress, when it convenes next 
month, may make mandatory the dis- 
cretionary inflationary powers heretofore 
conferred upon the President. 

There is another explanation for the 
present excitement. Next year there 
will be a national election. For several 
months after the inauguration of Presi- 
dent Roosevelt, he had things pretty 
much his own way. Criticism of any 
sort, and particularly of a political char- 
acter, was practically nonexistent. But 
it was impossible that this situation could 
continue indefinitely. It has lasted as 
long as it has largely because of the dis- 
turbed condition of the country. Even 
those who did not approve many things 
being done at Washington kept silent 
because of their belief that the condition 
of the country called for a united front 
in combating the terrible effects of the 
long-continued and severe depression. 
But the silent opposition has now become 
vocal. The pronouncements made by 
Professor Sprague and _ ex-Governor 
Smith are a challenge to battle, and the 
country must be prepared to witness a 
furious contest over the age-old money 
question. To this dismal prospect there 
is an alternative. President Roosevelt 
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might, at any time, by a statement of 
policy, or by some decisive action, com- 
pletely cut the ground from under the 
feet of the anti-inflationist group. 


ANTLINFLATIONIST VIEWS 


erable Bank of New York and 

Trust Company, an_ institution 
whose original charter was drawn by 
Alexander Hamilton: 


| YROM an advertisement of the ven- 


“The language of common sense is as 
clear and unmistakable as that of his- 
tory. Prosperity can be built only upon 
the foundation of a sound and stable 
currency.” 


And ex-Governor Smith of New 
York speaks in this forthright fashion: 


“What we need in this country is ab- 
solute dependability in our money 
standards. It is the only thing which 
will restore confidence. The latest fiscal 
moves of the Administration have under- 
mined public confidence. They have 
created uncertainty. Uncertainty para- 
lyzes business, discourages private initia- 
tive, drives money into hiding and 
places the entire burden of sustaining 
the population on the central Govern- 
ment. 

“What the people need today is what 
the Bible centuries ago described as ‘the 
shadow of a great rock in a weary land.” 
That was what Grover Cleveland rep- 
resented to the people in his day—a 
symbol of strength and firmness, of cool- 
ness, of rocklike integrity in the midst 
of shifting sands, heat and desolation. 
In the absence of anything definitely 
known to be better, I am for a return to 
the gold standard. I am for gold dollars 
as against baloney dollars. I am for ex’ 
perience as against experiment.” 


The Advisory Council to the Federal 
Reserve Board, after giving six other 
reasons opposed to inflation, thus con- 
cludes its statement of beliefs: 


“That history shows that the further 
currency inflation goes, the more difficult 
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it becomes to control, and that it in- 
variably results in untold losses to great 
masses of the people and the ruin of 
national credit.” 


And going back to a message of Presi- 
dent Grover Cleveland, December 2, 
1895: 


“The very man of all others who has 
the deepest interest in a sound currency 
and who suffers most by mischievous 
legislation in money matters is the man 
who earns his daily bread by his daily 
toil.” 


From Professor Sprague’s famous let- 
ter of resignation, addressed to the Presi- 
dent of the United States: 


“Doubtless, given time, a depreciated 
dollar or a devalued dollar will yield a 
higher price level. But this will only 
come when the desired trade recovery 
has been realized. Our immediate con- 
cern is to extricate ourselves from the 
depression rather than with the course of 


prices after that happy event. 

“Finally, and of overshadowing impor- 
tance, the present policy threatens a com- 
plete breakdown of the credit of the 


Government. The recovery program 
involves expenditures far in excess of 
current revenues. Certainly as much 
as $2,000,000,000 must be borrowed 
during the remainder of the fiscal year. 

“Bonds, including Government bonds, 
are an unsatisfactory investment at a 
time when a Government is determined 
to depreciate its currency. Already 
many issues of Government securities 
have dropped below par, including the 
issue that was brought out in October. 

“I believe you are faced with the al- 
ternative either of giving up the present 
policy or of the meeting of Government 
expenditures with additional paper 
“money. 

“You will then no doubt secure a rise 
in prices, for you will be faced with dis- 
trust of the currency, already manifest 
in a growing flight from the dollar, but 
extending into a frantic desire to hold 
anything other than currency or securi- 
ties yielding a fixed interest return.” 
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The circular letter, issued by C. F. 
Childs & Co., specialists in Government 
securities, takes this gloomy view: 


“The Government bond market, the 
measure of national credit, is dependent 
solely upon public confidence. That 
confidence has become impaired as a re- 
sult of experimental, unorthodox policies 
and clandestine relations with ill-famed 
money. Unless capitalism is foredoomed 
to destruction and debtors are sanctified, 
it is vital to restore to the fold capitalis- 
tic institutions which alone can support 
the Government's experimental extrava- 
gances. Currency of a printing press 
character injected into our monetary 
system may wreck the national credit, 
defeat the National Recovery Act, de- 
moralize the investment market, prevent 
the financing of all authorized expendi- 
tures and bring chaos to the country.” 


The directorate of the Chamber of 
Commerce of the United States, at the 
end of a string of resolutions against 
present monetary policies, and _ those 
which are threatened, says: 


“Upon the integrity of the currency 
depends the well-being of the laborer, 
farmer, public servant and their depend- 
ents, the continuation of thrift and sav- 
ings and a healthy development of in- 
vestments.” 


A questionnaire sent out by the New 
England Council brought forth 210 re- 
plies, all but one being against inflation. 
The principles contained in this ques- 
tionnaire include the following: 


“Inflation of the currency in the forms 
proposed by Senator Thomas of Okla- 
homa and his associates would be con- 
trary to the best interests of the Amer- 
ican people and should be stoutly op- 
posed by all citizens. 

“There is abundant evidence in our 
own history and that of other nations 
demonstrating that currency inflation is 
the great destroyer of savings and all 
forms of income, whether derived from 
wages, salaries or return on invested 
capital. 
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“The quickest and surest way of re- 
viving capital expenditures is to make 
those having dollars to invest, whether 
persons or corporations, feel confident as 
to the future of the long time contracts 
they are asked to undertake. 

“As long as the investor—the loaner 
of capital—fears that the dollar he is to 
get in return for his investment may be 
worth only a fraction of the dollar he is 
asked to invest or loan, he will not risk 
his capital.” 


A statement signed by forty-four 
economists has been sent to the Presi- 
dent, containing these words: 


“Inflation of the currency will injure 
the nation. The degree of public con- 
fidence essential for economic recovery 
will be attained most quickly by a re- 
turn to the gold standard.” 


Resolutions adopted by the Chamber 
of Commerce of the State of New York: 


“Resolved, That the Chamber of Com- 
merce of the State of New York, taking 
cognizance of recent financial develop- 
ments, hereby reaffirms its conviction 
that a gold standard is the most satis- 
factory monetary system, from the stand- 
point of the American people as a whole; 
as a delay in the declaration of a definite 
policy will make the task more difficult, 
measures should be taken with the ut- 
most promptness looking toward the 
restoration of a permanent gold stand- 
ard in the United States; and be it 

“Resolved, That the chamber believes 
it is of the greatest importance to busi- 
ness recovery that the Administration 
clearly and unequivocally announce that 
it will not adopt an automatic com- 
modity dollar or a managed commodity 
dollar or similar currency experiments, 
but will adopt a policy directed towards 
the return to a gold standard, in which 
it may be desirable to incorporate cer- 
tain economies in the use of gold; and, 
be it 

“Resolved, That the chamber further 
records its belief that a rise in commodity 
prices should be accompanied by a rise 


in national income; and that to accom- 
plish this end there must be confidence, 
a reasonable reward for labor and enter- 
prise, and confidence must not be dis- 
turbed by uncertainty as to the future 
of, or through an alteration of, our 
monetary unit.” 


Here, also, is the serious view of the 
situation taken in a signed statement 
issued by twenty-eight economists of 
Columbia University, New York: 


“In our opinion one of the most seri- 
ous forces retarding the movement of 
recovery is the ever-increasing public dis- 
trust of the dollar. Unless confidence is 
speedily restored by appropriate admin- 
istrative action and by Congressional re- 
sistance to the demands of the inflation- 
ists, the country is likely to witness a 
major financial crisis in the next few 
months.” 


And from the distant past comes the 
warning voice of Andrew D. White, 
telling of the experience of France with 
paper-money inflation in the eighteenth 
century. That unhappy experience, he 
says, illustrated a law of social physics— 
accelerating issue and depreciation, by 
whose operation “It was comparatively 
easy to refrain from the first issue; it 
was exceedingly difficult to refrain from 
the second; to refrain from the third 
and those following was impossible.” 
Not very reassuring for “controlled” in- 
flation. 

That a battle over the money question 
is inevitable is thus expressed by the 
New York Journal of Commerce: 


“The fact of the matter is that the 
battle over currency inflation must be 
fought openly and courageously now, 
without waiting for the inevitable fail- 
ure of the present trifling policy of play- 
ing with the indicated gold value of the 
dollar from day to day, in accordance 
with some mystic formula which the re- 
maining financial advisers of the Presi- 
dent have devised. Whatever the in 
gredients that go into the witch’s caul- 
dron from which the daily gold price is 
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extracted, political expediency, Professor 
Rogers indicates, is one of the most im- 
portant. The President seeks to stave 
off the political pressure for inflation by 
succumbing to it gradually, but one fears 
inevitably. It is high time that those 
who oppose our embarking upon the 
primrose path of currency inflation sep- 
arate themselves from others who want 
to succumb to it for reasons of expedi- 
ency, and fight the trend toward infla- 
tion with every means at their disposal 
before it is too late.” 


Somewhat significant of the develop- 
ing storm were two meetings held in 
New York toward the close of last 
month. The one held under the aus- 
pices of those who consider themselves 
the special champicns of sound money 
was slimly attended, while the supporters 
of the present Government policy had 
an overflowing house, and the biggest 
share of enthusiasm. 


NOT ALL OPINION ON ONE SIDE 


. ‘HAT Professor Sprague’s some- 


what vitriolic letter should go un- 


challenged was not to be expected. 


Secretary Woodin sharply attacked 
Professor Sprague’s criticism of the posi- 
tion of the Treasury with respect to its 
effect upon the public credit. In this 
connection the Secretary said: “In any 
way to suggest that the United States 
Government bonds are or can be or will 
be in any sense bad security is not only 
a reflection on the wealth and integrity 
of this country and its people, but im- 
peaches Dr. Sprague’s own common 
sense and competency as a student of 
finance.” 

The Committee of the Nation, headed 
by James H. Rand, Jr., said that “Pro- 
fessor Sprague’s disloyal statement con- 
firms misgivings long held by American 
industrialists and leaders of agriculture 
regarding him.” 

Professor James H. Rogers, of Yale 
University, thinks that “monetary con- 
trol has been general throughout the 
civilized world most of the time since 
the Great War. Intelligent control in 
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the United States is for the present 
necessary and must be exerted.” 

Finally, lest THE BANKERS MAGAZINE 
should be justly charged with failure to 
hear the other side of the inflation con- 
troversy, there is presented elsewhere in 
this issue an article by United States 
Senator Thomas, of Oklahoma, present- 
ing the other side, and from one whose 
devotion to that phase of the subject 1s 
not open to dispute. 

As a concluding word, THE BANKERS 
MAGAZINE repeats that the President has 
not, as yet, exercised the extraordinary 
inflationary powers which the Congress 
conferred upon him, and that he may 
at any time by word or act so clearly in- 
dicate his position that the inflation cloud 
will disappear. 

If, however, the present contest must 
go on until finally decided at the polls— 
as was the case in 1896—a full discus- 
sion of the whole monetary problem will 
contribute to that better understanding 
in the light of which the people’s de- 
cision will be made. 

It probably would have been better 
for the country if this agitation could 
have been avoided, and attention con- 
centrated upon business recovery. But 
periods of depression almost invariably 
bring the money question to the fore 
and for good or ill the country finds 
itself face to face with this problem now. 


RESULTS OF “GOVERNMENT 
PARTNERSHIP” IN BANKING 


ANY banks have hesitated to 
M avail themselves of the oppor- 

tunity of increasing their capi- 
tal funds by selling preferred -stock or 
debentures to the Reconstruction Finance 
Corporation. This hesitation arose from 
differing sources. It was thought by 
some banks that action of this character 
might be interpreted as a sign of weak- 
ness, and others considered that, in view 
of the slack demand for credit, they 
could find no profitable employment for 
the added funds gained through the sale 
of their preferred stock or debentures, 
and therefore saw no justification for re- 
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sorting to what they looked on as a form 
of borrowing. 

It is instructive to learn how the mat- 
ter has worked out in practice. While 
the experience on which to base conclu- 
sion is not as yet extensive, it is sufficient 
to afford grounds to warrant the belief 
that the apprehensions mentioned above 
were not justified. 

Take the case of the National Bank 
of Detroit, established March 23, 1933, 
with $12,500,000 par value preferred 
stock sold to the Reconstruction Finance 
Corporation, and an equal amount sub- 
scribed by the common stockholders. The 
first statement, March 31, showed 4386 
accounts and $29,629,019.62 total de- 
posits. By October 25 the number of 
accounts had shown a steady increase, 
reaching, on the date named, 89,174, 
while deposits had likewise increased to 
a total of $163,503,396.79. Since May 
2 the bank has been “in the black,” and 
is now showing an actually earned addi- 
tion of $697,507.88 to undivided profits, 
after making adequate provision for 
known and_ probable contingencies. 
While the Government has a single 
member on the board of directors, there 
has been no act of his that could be 
construed as an interference with the 
policies of the bank. 

And the experience of the Manufac- 
turers Trust Company of New York is 
of a similar character. In a recent letter 
from President Harvey D. Gibson, ad- 
dressed to the chairman of the Recon- 
struction Finance Corporation, it was 
said: 

“Nearly a month has now passed 
since we announced the sale of $25, 
000,000 in capital notes to the Recon- 
struction Finance Corporation, follow- 
ing the request of the President of the 
United States and the chairman of the 
Reconstruction Finance Corporation 
that banks generally support the Gov- 
ernment program in this manner. We 


are conscious of the fact that this sub- 
ject is one of great interest to our friends 
in various parts of the country, and that 
many banks are now in the process of 
considering whether or not they will 
It occurs to me, 


take a similar step. 
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therefore, that you might be interested 
in knowing how our action has affected 
us, and its reaction upon the minds of 
our stockholders, depositors and friends. 
“I am glad to state that the effect of 
our action has been altogether beneficial. 
Our deposits have increased substantially 
{in a thirty-day period from $347,000,- 
000 to $386,000,000}, and the opinion 
is almost unanimous that it was a highly 
desirable step to take, and that it indi- 
cates a genuine desire on the part of 
our institution to co-operate with the 
Government in these unsettled times. 
“We were at first quite undecided 
about the wisdom of such a course, and 
gave it mature consideration before 
reaching a final decision; for we were 
not at all sure that it would meet with 
a favorable response generally. Now that 
a month has passed, I can perhaps best 
express my conclusions by saying that 
we are very much pleased that we took 
the step, and believe that it will be of 
lasting benefit to our institution.” 


While, as stated above, the informa- 
tion as to this departure in banking is 
not at present extensive, the character 
of that at hand in these two cases indi- 
cates that this innovation has produced 
gratifying results. 


A GOOD TIME TO QUIT THE 
BANKING BUSINESS 


HE National Exchange Bank and 
Trust Company, of Brooklyn, 


N. Y., is contemplating voluntary 
liquidation, and some of its reasons for 
reaching this decision, as expressed in a 
letter which the president of the bank 
addressed to the shareholders, are of gen 
eral interest to bankers. Organized in 
June, 1929, the bank soon after, like all 
other banking institutions in the coun- 
try, had to meet the trying conditions 
which followed a few months later. The 
reasons for deciding on liquidation are 
thus given in President Lathrop’s letter: 


“Our bank, in common with almost 
every other bank, has found it difficult 
to operate with a profit. Credit has 
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been restricted because no bank can well 
afford to risk its depositors’ and its 
stockholders’ money except when the 
borrower shows unquestionable ability to 
repay. All sound banks have had an 
unnecessary surplus of cash, seeking safe 
and sound investment, resulting in ex- 
tremely low interest rates. The public 
is turning more and more toward the 
larger banks, whose almost limitless re- 
sources appear to afford more adequate 
protection. Many have voiced the opin- 
ion that a small bank with limited capi- 
tal cannot hope to make a success in this 
great metropolitan area. 

“Furthermore, the unlimited liability 
to which sound banks will be subjected 
under the Federal deposit guaranty fund 
provision of the Banking Act of June, 
1933, effective January 1, next, offers a 
strong argument for retiring from the 
banking business at this time. 

“Our stockholders have a very large 
sum of money invested in the bank from 
which no dividend could reasonably be 
expected to flow within the near future. 
The board concluded that our stockhold- 
ers would much prefer to receive their 
share of the bank’s capital funds rather 
than to continue their investment under 
present unfavorable conditions. The 
resources of the bank, after paying all 
depositors and other liabilities, are sufh- 
cient to return to the stockholders a sub- 
stantial portion of their original invest- 
ment.” 


The difficulty this bank found in com- 
peting with branches of the larger insti- 
tutions is one liable to result in driving 
many of the smaller banks out of busi- 
ness in those metropolitan centers where 
branches are permitted. This experience 
of the Brooklyn bank may foreshadow a 
time when the smaller banks in these 
localities will disappear. 

Another reason for deciding on liqui- 
dation, in this instance, as expressed by 
President Lathrop, was “the unlimited 
liability to which sound banks will be 
subjected under the provisions of the 
Federal deposit guaranty fund.” But 
this reason does not seem to be widely 
affecting the numerous state banks of 
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the country. They are qualifying for 
membership in this fund to such an ex- 
tent as to justify the conclusion that this 
is a good time to stay in the banking 
business. It is regretted that the well- 
managed Brooklyn bank felt impelled to 
reach a contrary decision. 


WHERE THERE IS NO DOUBT 


ANY people are perplexed by 
various activities of the Admin- 


istration at Washington. They 
are puzzled by the monetary policy, and 
not at all certain of the wisdom and ef- 
fectiveness of all the measures embraced 
in the National Recovery program. Such 
doubts are but the natural and inevitable 
consequences of sudden and startling 
change. Custom and time cause certain 
ideas and practices to become firmly em- 
bedded in human minds. These convic- 
tions, long held and firmly cherished, 
cannot be displaced without protest by 
those who hold them. What has long 
existed without successful challenge 
gains a foothold from which it is not 
readily dislodged. 

Those who resist these changes may 
merely do so from ingrained habit, ac- 
quired through age, or they may be per- 
suaded that the sanction of time and 
experience affords a sufficient justifica- 
tion for the stand they take. They are 
hardly to be condemned in either case. 
For them instruction is the proper rem- 
edy. 

Surely, to express doubts of the wis- 
dom of measures so contrary to the 
weight of authority and the testimony of 
experience as is the present and contem- 
plated monetary policy of the Govern- 
ment does not warrant classing the hold- 
ers of such doubts as hostile to the Ad- 
ministration or as unpatriotic. “What 
have I done wrong today that all the 
people are praising me,” was the ques- 
tion the Greek legislator asked of his 
wife. The wounds of a friend are 
sometimes the most faithful. As Walter 
Lippmann well savs in the New York 
Herald Tribune: “Statesmen are more 
often ruined by their subservient friends 
than by their avowed opponents.” 





604 


Anemic insects, long kept from light 
and air underneath the board where 
they had so long been living in lethargic 
repose, were sadly disturbed when ex- 
posed to the sun and wind—as faithfully 
related by the genial “Autocrat of the 
Breakfast Table’—but, for all that, they 
were better for the change, much as they 
resented it. So now, many of an elder 
day, accustomed from a time when their 
minds run not to the contrary to plans 
and policies far different from those now 
being advocated, may find their misgiv- 
ings but the echo of habit, and may 
welcome the changes once they become 
established. But, until their wisdom 
and. efficacy shall stand the test of time 
and experience, these new policies are 
bound to give rise to many serious and 
honest doubts. 

Happily, there are some regions into 
which no doubts enter. Who doubts the 
integrity of purpose, the sincerity, the 
patriotism and the high courage of 
Franklin D. Roosevelt? Nor can any- 
one, earnestly concerned about human 
suffering, fail to applaud and uphold his 
efforts to relieve unemployment and its 
consequent distress to the people of our 
country. For the relief of this distress 
is the most urgent problem that con- 
fronts Washington and the country. It 
could well be wished that this relief 
might have come by a natural revival of 
business, and without resort to the ex- 
pedient of “making work,” which many 
sound thinkers do not approve. But re- 
lief failed to come in the desired way 
and the time is too short and the neces- 
sity too urgent to await that slow proc- 
ess. Help must be afforded and at 
once. And the President, by allocating 
$400.000,000 out of the public works 
building fund for the purpose of giving 
employment to the many sorely in need 
of it, has done something worthy of 
universal acclaim. Under ordinary con- 
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ditions the wisdom of such action might 
well be questioned. Under the dis- 
tressed conditions of today the necessity 
for it admits of no cavil. Here there is 
no doubt and room for none. 


THE END OF A “NOBLE 
EXPERIMENT” 


ITH the present month there 

\X came to an end the constitu- 

tional prohibition of the liquor 
traffic, something which Mr. Hoover re- 
ferred to in his 1928 campaign as a 
“noble experiment.” Evidently, as time 
went on, its nobility became less appar- 
ent, and this year the people rejected it 
as unanimously, if not quite so precipi- 
tately, as they had given it their sanc- 
tion. 

Quite aside from the merits or de- 
merits of prohibition, the change is of 
importance in its bearing on public rev- 
enues. The Federal Government, states 
and municipalities will now regain a 
source of taxation of which they have 
long been deprived. This consideration 
was one which hastened the end of pro- 
hibition. For there was abundant evi- 
dence that large quantities of liquor 
were being consumed from the sale of 
which the governments mentioned de- 
rived no revenue. This revenue will 
now soon begin to flow into their coffers 
and, it is expected, in rather large vol- 
ume. Receipts derived from this source 
are intended, automatically, to displace 
certain taxes levied by Congress. 

It would be comforting to think that, 
as a compensation for the end of pro- 
hibition, the tax. burden might be light- 
ened all around. But probably many 
localities will look on the revenue from 
this source as a windfall, and that in 
consequence public expenditures may be 
correspondingly enlarged. 





Tinkering with the Currency 


By ELMER THOMAS 
United States Senator from Oklahoma 


appearing in print leave the dis- 
tinct impression that their authors 
think that money, like the sun, moon 
and tides, is controlled by unchanging 
and unchangeable natural laws; hence, 
constantly we hear the command, “Do 
not tinker with our currency.” 
Inasmuch as the word “tinker” is so 
frequently used in connection with our 
monetary policy, perhaps it is not out 
of order to refer to the record. 
The Federal Reserve Act was passed 
in 1913. This law was enacted in re- 


S oe of the inspired articles now 


prices there was a job for every worker 
and all forms of business were at the 
highest peak of activity. 

In 1920 the war had been over for 
almost two years and during this time 
4,500,000 soldiers had returned from 
the front to re-enter civilian life and to 
find places in business and jobs in in- 
dustry. 

In that year the opposition party, in 
its Chicago Platform, declared that the 
reason prices were high was a “50 per 
cent. depreciation of the purchasing 
power of the dollar due to a gross ex- 


“The record before us demonstrates that we have but two 


possible roads open to travel: 
leading to bankruptcy 


one a continuation of deflation, 
and repudiation of all debts; and the other 


inflation—as the masses understand the term, more plentiful and 


cheaper money— 
ability to pay 
city, county, 


sponse to a demand for more money and 
an elastic currency system. When the 
new money law was passed we had only 
$3,400,000,000 in circulation. This was 
not enough basic money to satisfy the 
needs of business and from 1913 to 1920 
the Administration increased the volume 
of currency to $6,200,000,000. 

The year 1920 was a national cam- 
paign year and saw Franklin D. Roose- 
velt nominated for the vice-presidency. 
In that campaign the party sponsoring 
Cox and Roosevelt was condemned as 
being responsible for the high cost of 
living. At that time wheat was selling 
for $2.50 per bushel, corn $1.50 per 
bushel, cotton 40 cents per pound, and 
other commodities were selling at com- 
parable prices. 

All remember the good times just 
after the World War, and with high 


leading to higher prices and a resumption of 
taxes, interest and debts, thereby restoring town, 
state and national solvency.” 


pansion of our currency and credit.” 
In other words, the former Administra- 
tion was condemned for having made 
prices high by making money plentiful 
and credit easy. 

In addition to condemning Mr. Roose- 
velt’s party for its monetary policy and 
consequent high prices, the opposition 
party pledged itself to reduce the price 
of wheat, corn, cotton and other com- 
modities. The Chicago Convention was 
frank in detailing the exact procedure to 
be followed in beating down the price 
level. The platform read: 

“We pledge ourselves to earnest and 
consistent attack upon the high cost of 
living by courageous and in- 
telligent deflation of over-expanded 
credit and currency. . ‘a 

Thus the opposition party admitted 
that placing money in circulation had 
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cheapened the dollar and that the de- 
preciated dollar was responsible for the 
high prices. As a remedy the minority 
party declared for scarcer money, higher 
valued dollars and lower prices. In the 
campaign scarcer money and_ lower 
prices won, and Mr. Roosevelt and Mr. 
Cox, his running mate, were defeated. 

Immediately after the victors took 
over the Government, deflation of cur- 
rency and credit was begun, and from 
March 4, 1921, to September 1, 1922, 
the actual currency in circulation was 
decreased from $6,200,000,000 to $4,- 
390,000,000. 

Thus, during the first eighteen months 
of the new Administration the sum of 
$1,800,000,000, or $100,000,000 per 
month, of actual currency was with- 
drawn from circulation. 

The minority party in 1920 became 
the majority party in 1921, and there- 
after made good its campaign pledge to 
deflate the currency and, as the volume 
of money in circulation was reduced, 
prices fell so that at the end of eighteen 
months wheat was selling for $1.00 per 
bushel, cotton was selling for 20 cents 
per pound and all other prices were re- 
duced in proportion. The deflation of 
the currency and credit ruined agricul- 
ture first; then livestock, lumber and 
mining industries followed the decline; 
then still later the smaller towns and 
cities suffered and, with one-half of our 
people impoverished, the 1929 crash 
came. 

In view of the record stated, if the in 
crease in the volume of money from 
1913 to 1920 was responsible for a 
cheaper dollar and thereby higher prices, 
and if the policy promised in 1920 and 
carried out in 1921-22 of reducing the 
volume of money in circulation by ap- 
proximately $1,800,000,000 had the ef- 
fect of decreasing prices, is it illogical 
now to assume that an increase in the 
volume of money in circulation will have 
the effect of increasing the price of 
wheat, corn, cotton, livestock and com- 
modities in general? 

From the foregoing it is clear that the 
insolvent and near insolvent condition of 
our towns, cities, counties, states and 


even the Federal Government itself, has 
been brought about by too much tinker- 
ing with the currency. 

In view of the conditions in which we 
find ourselves, the question naturally 
arises as to what should be done to ad- 
just our monetary policy. In order to 
answer this question, it is necessary to 
consider at least one fact, and that is the 
burden of debt resting upon the people. 
It is estimated that all the people to- 
gether have massed debts in the sum of 
approximately $250,000,000,000. This 
estimate was made by a committee of 
experts, and their findings are embraced 
in a book entitled The Internal Debts of 
the United States, published by the 
Twentieth Century Fund, Inc. 

The data submitted, when analyzed, 
show that at the end of 1932 the esti- 
mated long term debts were $134,000,- 
000,000, and at the same time the esti- 
mated total of the short term debts was 
$103,000,000,000, making a grand total 
of $237,000,000,000 of debts resting 
upon the people at the beginning of the 
present year. 

At the present time, instead of these 
debts being paid, much of the interest is 
being postponed and the debts them- 
selves extended, which means that the 
debts are being compounded. It is like- 
wise estimated that the national indebt- 
edness will be increased by $4,000,000,- 
000 during the present year. If the same 
percentage of national debt increase is 
carried through by the states, counties, 
cities and smaller units of government, 
then it is safe to say that such increase 
during the present year will amount to 
over $10,000,000,000, and this 1933 in- 
crease, when added to the amount before 
stated, will make the grand total of pub- 
lic and private debts approximately one- 
quarter of a_trillion dollars. 

If this estimate is correct, it is difficult 
for any one to reach the conclusion that 
this debt burden can be met with the 
present high priced dollars; hence the 
only conclusion that can be reached is 
that either these debts must be repudi- 
ated or that the dollar must be substan- 
tially cheapened so that the people can 
procure such dollars in order to meet 
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their debts contracted and outstanding. 
President Roosevelt has, on different 
occasions, stated that it was his purpose 
to give the people the same valued dol- 
lar with which to meet their obligations 
that they received when such obligations 
were contracted; hence it may be as- 
sumed and asserted that the Administra- 
tion’s policy is to reduce the value or 
buying power of the dollar to that point 
which will permit the people to liqui- 
date, rather than to force them to re- 
pudiate their obligations. 

The next question which arises is to 
what point should the value of the dollar 
be reduced to enable the people to meet 
their taxes, interest and debts. Propa- 
ganda is now being broadcast by a small 
group suggesting to those not familiar 
with the intricacies of our money system 
that any effort to cheapen the dollar will 
result in printing press money and that 
the United States is certain to have a 
repetition of the German and Russian 
systems of inflation. 

While inflation, literally interpreted, 
means increasing the amount of money 
in circulation abnormally, improperly or 
unjustifiably; yet, as understood by the 
masses, inflation means more money in 
circulation, hence cheaper money and 
higher prices for commodities. 

In fact, the Administration’s policy of 
cheapening the dollar does not go even 
as far as the cheap money policy in ex- 
istence during and just after the World 
War. At that time, if the declaration in 
the Chicago Platform is ‘accepted, the 
dollar was worth but 50 cents. If we 
had a 50 cent dollar in 1920, then by 
the same yardstick we had approxi- 
mately a 200 cent dollar in February of 
this year. 

It is contended by those who favor 
an adjustment of our monetary policy 
that the dollar was too cheap in 1920 
and, likewise, too dear in 1933. By the 
same yardstick of measurement, we find 
that the dollar in 1926 had a buying 
power of 100 cents; hence it is to that 
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level that we propose to return. The 
plentiful and cheap money policy of 
1920 found wheat selling at $2.50 per 
bushel, corn at $1.50 per bushel and cot- 
ton selling for 42 cents per pound; while 
the scarce and high valued money policy 
in force in February of this year found 
wheat selling for 40 cents per bushel, 
corn selling for 25 cents per bushel and 
cotton selling for 6 cents per pound. 
As an adjustment, the advocates of a 
cheaper dollar, in recommending the 
1926 level, hope to return to prices so 
that wheat will sell for some $1.50 per 
bushel, corn for $1.00 per bushel and 
cotton at 20 cents per pound. 

With such prices farmers can secure 
cost of production and have a profit 
which they can apply on their taxes, 
interest and debts. Other producers of 
raw material will benefit comparably. 
Such a policy will restore buying power 
to the farmers and producers, which in 
turn will increase employment and make 
it possible for those who process raw 
material to open their factories and 
gradually return to prosperous activity. 

The record before us demonstrates 
that we have but two possible roads open 
to travel: one a continuation of deflation, 
leading to bankruptcy and repudiation 
of all debts; and the other inflation—as 
the masses understand the term, more 
plentiful and cheaper money—leading to 
higher prices and a resumption of ability 
to pay taxes, interest and debts, thereby 
restoring town, city, county, state and 
national solvency. 

History shows that our money has 
been “tinkered” with in the past, and in 
every instance the tinkering has been 
brought about by a small but powerful 
group which profits by scarce and conse- 
quently high valued dollars. 

Summarizing the foregoing, I assume 
to state that the Congressional and Ad- 
ministration money policy is to regulate 
the value of the dollar so as to best 
serve and promote the general welfare of 
all the people of the United States. 



















The Inflation Mirage 


To What Extent Are the Inflationists’ Promises of Prosperity 


that it is the best means of restor- 
ing prosperity. They suggest that 
this is no ordinary business depression, 
and, if the country is to avoid disaster 
in the form of communism, inflation 
must be used. Individuals who advocate 


Pitesti the of inflation argue 


this step apparently believe that the 
capitalistic system is in that stage of col- 
lapse where only a good “shot in the 
arm” will serve to start it on the road to 


health. 


Likely to Be Fulfilled? 


By E. C. Harwoop 


“The particular benefits which are promised by the inflationists 


the paper dollar is unquestioned. How- 
ever, there may be some difficulty in 
getting the process started. In this 
country the portion of business carried 
on by the exchange of hand-to-hand cur- 
rency is very small. By far the larger 
part involves the use of bank credit in 
the checking system. This bank credit, 
in the form of demand deposits subject 
to check, is in existence because various 
manufacturers and other borrowers have 
requested the banking system to loan 






are based on the assumption that it is necessary to restore higher 
prices, and that business can be moved off dead center only by 


‘priming the pump.’ 


That these mechanical analogies are hardly 


suited to the facts of the economic situation seems not to disturb 


the proponents of more and cheaper dollars. 
yet stopped on dead center, and does not seem likely to do so.” 


The particular benefits which are 
promised by the inflationists are based 
on the assumption that it is necessary to 
restore higher prices, and that business 
can be moved off dead center only by 
“priming the pump.” That these 
mechanical analogies are hardly suited 
to the facts of the economic situation 
seems not to disturb the proponents of 
more and cheaper dollars. Business has 
not as yet stopped on dead center, and 
does not seem likely to do so. Never- 
theless, they urge that, to insure a re- 
sumption of the long term upward trend 
of industrial production, inflation is 
necessary. 

Dealing first with the price problem, 
to just what extent are the promises 
made likely to be fulfilled? That infla- 
tion in one form or another can cheapen 
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Business has not as 





them funds on the basis of goods pro- 
duced and on the way to market. In 
the ordinary course of events, when the 
banking system makes such loans, it 
creates the actual purchasing power in- 
volved by crediting the checking account 
of the borrower. On being checked out 
as wages, payment for materials, inter- 
est, etc., by the manufacturer, this credit 
purchasing power eventually comes to 
market and there demands goods, finally 
returning to the manufacturer who has 
offered the goods for sale. He is then 
able to repay his loan. 


INCREASE OF PURCHASING POWER 
In order to have inflation, it is neces- 


sary that purchasing power in excess of 
that needed to represent goods produced, 
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be placed in circulation. This has often 
occurred in the past through failure on 
the part of the banking system as a 
whole to differentiate between prospec: 
tive loans which justify the origination 
of new credit and those which do net. 
Inflation has usually been accomplished 
in the past by the process of origination 
of bank credit in the form of demand 
deposits on the basis of investment-type 
assets which were not coming to market 
during the period of the loan, and to a 
greater extent than savings deposits 
justified. This occurs because the gen- 
eral public, including the bankers, be- 
came overoptimistic as to the possibili- 
ties of the business future, and were 
willing to engage in these risky under- 
takings. It is hardly likely that an un- 
stable dollar, together with the other 
various disturbing aspects of present 
difficulties, will encourage action along 
these lines in the near future. 

In the absence of the willingness of 
individuals or business to get into debt 
and provide the credits which are essen- 
tial to inflation, the Government itself 
may become a debtor in order to facili- 
tate the process. This may be accom- 
plished in either of two ways. During 
the World War, the system adopted was 
to issue large quantities of Government 
promises to pay, selling them to the 
banking system, and to individuals who 
would borrow on the basis of those 
bonds from the banking system. As a 
result, credits were established, that is, 
demand deposits of the United States 
Government were built up, and, when 
bills were paid by check on these ac- 
counts, the excess purchasing power was 
forced into the channels of trade. The 
other means by which this may be ac- 
complished is the printing of paper 
money, for use in current Government 
expenditures. Of course, this. paper 
‘money is also an indebtedness of the 
Government, but it has the advantage 
of not involving interest payments. 


HOODWINKING PART OF THE POPULATION 


A further consideration of the meth- 
ods by which inflation may be accom- 
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plished reveals the fact that it is neces- 
sary to hoodwink one portion of the 
population. At least, this is necessary if 
the inflation is not to take. the form of 
an unrestricted issue of paper money. 
In order to inflate by the credit process, 
there must be lenders as well as borrow- 
ers. Of course, when it has been an- 
nounced that inflation is under way, few 
people care to act the part of the lender, 
who is certain, under these circum- 
stances, to lose a major portion of his 
buying power. The only process of in- 
flation which will raise prices substan- 
tially, therefore, is liberal use of the 
printing press and Government spending 
on a large scale in order to force the 
paper money out into circulation. 

Devaluation is an altogether different 
process from inflation. Of itself, it does 
not bring about the origination of excess 
purchasing power. Reduction in the 
gold content of the dollar, however, 
would undoubtedly raise prices in the 
long run. Those who anticipate such a 
price movement would be likely to hold 
the commodities which they now have, 
and possibly would attempt to purchase 
even more. Rising prices would invite 
further speculation for the rise, and it is 
almost certain that a credit inflation 
would arise if the dollar were devalu- 
ated. This would reintroduce the mal- 
adjustments which existed in 1929, and 
necessitate another period of readjust- 
ment such as that which has recently 
been experienced. 


VARIATIONS IN PRICE RELATIONSHIPS 


An aspect of the price problem all too 
frequently overlooked is the fact that 
different groups of prices diverge from 


any given base year. In time some of 
them may return to the relationship ex- 
isting when the base was chosen, but it 
is quite beyond the bounds of possibility 
that a large number of price groups will 
ever again be found in precisely the 
same relationship to one another that 
existed at any particular time. This 
means that prices for farm products can- 
not be arbitrarily fixed at any particular 
relationship with the prices of the things 
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which the farmer buys, for example. 
Artificial stabilization of certain price re- 
lationships is quite possible for a time, 
but countless experiences during past 
centuries prove that the evil effects of 
that kind of cure are invariably worse 
than the initial disease. 

While it is possible, by the process of 
devaluation, to change the normal level 
about which all prices tend to fluctuate, 
it is clearly quite impossible to force all 
prices to remain at any particular level 
at all times. If the people of the coun- 
try become convinced that the Federal 
Government can regulate prices as a 
whole, it will be very difficult indeed to 
convince any particular group of indi- 
viduals or businesses that the Govern- 
ment cannot likewise regulate the price 


“Dating from the time when the first robber king practiced 
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past either by more efficient management 
or by increasing the wealth used as capi- 
tal, or by both of these processes. There 
are purely mechanical limits beyond 
which efficiency in productive methods 
cannot go. It follows that it is absolutely 
necessary that there be progressive 
growth of the capital or production 
facilities of the country, if there is to be 
a long term upward trend in industrial 
production per capita and a rising stand- 
ard of living. 


WHO WILL PROFIT FROM INFLATION 


Two classes of the population are 
primarily concerned in providing the 
new capital equipment which is neces- 
sary: the entrepreneurs, or business men, 


the fine art of clipping the coinage, countless years of experience 
have proved beyond any shadow of doubt that either debasement 
of the currency or inflation create conditions such that the shyster 
builder and the master wrecker reap the bulk of business rewards, 


of their special product. It is quite un- 
likely that the farmer, for example, will 
look with favor on policies intended to 
reduce the average level of prices, if this 
average level is temporarily high because 
most commodities have gone up and 
farm products have gone down. Unless 
politicians change their natures very 
radically in the near future, it is fairly 
obvious that the adoption of price sta- 
bilization policies will actually mean the 
adoption of a permanent price raising 
policy. 

Turning now to the recovery problem 
and the attempt to bring about the re 
sumption of the long term upward trend 
of industrial production in this country, 
it is first desirable to ascertain why there 
has been a long term upward trend in 
the past. It is plain enough that a higher 
standard of living can result only from 
increased per capita production. This, 
in turn, has been brought about in the 


largely at the expense of industry and thrift.” 








who expect to take the greater risks in- 
volved and to supply the initiative and 
organizing ability; and the investors, 
who normally supply the funds used to 
purchase capital goods. Progress in the 
upward trend of production is faster, 
and basically more sound and lasting, 
when the rewards or business profits go 
to the solid and substantial builder, to 
the man whose first interest is in creating 
a business. Dating from the time when 
the first robber king practiced the fine 
art of clipping the coinage, countless 
years of experience have proved beyond 
any shadow of doubt that either debase- 
ment of the currency or inflation create 
conditions such that the shyster builder 
and the master wrecker reap the bulk of 
business rewards, largely at the expense 
of industry and thrift. 

Much is being made at the present 
time of various scapegoats whose activi- 
ties, legal and otherwise, have been in- 
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vestigated by the Senate Committee. 
The acts of Messrs. Krueger, Insull, 
Mitchell, Wiggin and others have been 
brought to light for public inspection. 
There is much indignation about the 
revelations which have been made, and a 
demand has arisen for more witch hunt- 
ing and punishment of those who are 
still within the reach of the law. Un- 
fortunately, there seems to be some dan- 
ger of overlooking the important fact 
that these individuals are only the prod- 
uct of their times. It is safe to say that 
a re-establishment of the easy money era 
will find new wizards of finance ready 
to take advantage of a gullible public. 
Those who have been guilty of acts out- 
side the law should, of course, be pun- 
ished, but it is hopeless to suppose that 
any action along those lines may have a 
remedial effect on the cause of present 
difficulties. 

The process of inflation tends to dis- 
courage the savings and new investment 
which are necessary to create new em- 
ployment and bring about a resumption 
of the long term upward trend. Even if 
the inflationary process were successful 
in restoring prosperity, the boom would 
be short-lived. Furthermore, it cannot 
by any possibility result in a situation 
such as that which various proponents 
of the “New Deal” have pictured. Re- 
cently Professor A. A. Berle, supposedly 
one of the “brain trust,” stated :* 

“If such a method of distribution 
{socialistic} were arranged, and it was 
carefully and thoroughly done, and in- 
dustry maintained its efficiency, pretty 


*“The Social Economics of the New Deal,” 
by A. A. Berle, Jr., The New York Times 
Magazine, October 29, 1933. 
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much every one in the United States 
would have, in terms of goods and serv- 
ices, an income equivalent to somewhere 
in the vicinity of $5000 a year—or 
rather, equivalent to what $5000 a year 
income will buy now.” 


FANTASTIC HOPES OF INFLATIONISTS 


In order for this statement to be true, 
it would be necessary to produce nearly 
eight times as much as was produced at 
the height of the last boom. That year 
saw the greatest production of goods and 
services of which there is any record in 
this country. Prices were then consid- 
erably higher than at present. A $5000 
income now will purchase what an 
$8000 one would have purchased then. 
There are 80,000,000 adults in the coun- 
try who certainly must be included in 
Mr. Berle’s “pretty nearly everyone.” 
To make his statement true, $640,000,- 
000,000 worth of new wealth would 
have to be created. Inasmuch as the 
annual income in terms of the value of 
goods and services received was approxi- 
mately $80,000,000,000 in 1929, it is 
clear that Mr. Berle’s estimate is quite 
fantastic. A successful inflation cannot 
possibly mean prosperity on any such 
scale as this. 

Like all bootstrap lifting attempts, in- 
flation can result only in final disillu- 
sionment. Prices can be raised only by 
creating a hundred new problems where 
one has existed before. Prosperity can 
be restored only on an artificial basis, 
which, in the end, must give way to an- 
other period of hard times and further 
interference with the progress of the 
nation. 





Merchandising 


for 


Banks, Trust Companies and 


Investment Houses 


By L. DOUGLAS MEREDITH, Ph. D. 


Assistant Professor of Economics, University of Vermont 


Burlington, Vermont 


A series of articles on the merchan- 
dising aspects of bank management, 
representing many years of careful 
thought and study devoted to this phase 
of the financial executive’s problems, 
begins in this issue of THE BANKERS 
MAGAZINE. 


Dr. Meredith is exceptionally well 
qualified for the treatment of this sub- 
ject. He holds his A.B. and A.M. from 
Syracuse University and his Ph.D. from 
Yale. He is just entering upon his 
seventh year as assistant professor of 
economics at the University of Ver- 
mont, and has also served on the facul- 
ties of Syracuse University and the 
Milwaukee Teachers College. 


He is a member of Phi Beta Kappa 
and the American Economie Associa- 
tion and a fellow of the Royal Eco- 
nomie Society of London. Besides ten 
articles that have appeared in THE 
BANKERS MAGAZINE, he has writ- 
ten for numerous other publications, 
including Social Science and the Bank- 
ers Monthly. 


In this series of articles Dr. Mere- 
dith takes up the many complex prob- 
lems involved in managing the mer- 
chandising efforts of a financial institu- 
tion, and in addition to giving a gen- 
eral survey of the entire field of what 
has been accomplished, goes into such 
practical detail as the preparation of 
copy; the use of various advertising 
media, including the radio; and the 


fitting of advertising efforts into the 
institution budget. 

The titles of the various articles give 
a clear idea of the scope of Dr. Mere- 
dith’s discussions: 

Financial 
Functions. 

The Development of Financial Mer- 
chandising. 

The Psychology of Merchandising. 

Advertising Media. 

The Preparation of the Advertise- 
ment. 

Advertising Copy. 

Co-operative Financial Advertising. 

Selling the Services of Financial In- 
stitutions. 

Selling by Directors and Stockholders. 

Publicity. 

Preparation of Services. 

Merchandising by Radio. 

Names, Buildings and Displays. 

Bank Statements. 

The Merchandising Department. 

Plans, Budgets and Appropriations. 

Testing and Analysis of Merchandis- 
ing Methods. 

Conclusion. 

Readers of THE BANKERS MAGA- 
ZINE will find this series a complete 
treatise on “merchandising” bank serv- 
iees—a phrase of bank operation which 
will be increasingly important in the 
reconstruction period which is now be- 
ginning. 


Merchandising and Its 





Financial Merchandising and Its 
Functions 


By L. Doveias Merepiru, Px.D. 


Assistant Professor of Economics, University of Wermont, Burlington, Vt. 


an individual or corporation for the production of 

revenue from which profits and income are derived 
necessitates the distribution of those commodities to con- 
sumers. The distribution of commodities constitutes a 
process commonly referred to as marketing or merchandis- 
ing, and is an integral portion of the process of production. 
The process of marketing or merchandising i is more obvious 
in some types of business than in others, but nevertheless 
every business is confronted to a greater or lesser extent 
with the problem of merchandising. It constitutes one of 
the most important problems confronted by the executives 
of financial institutions, that is, by the executives of com- 
mercial banks, savings banks, trust companies and invest- 
ment houses. 


Oe nce upon the sale of commodities offered by 


Offer Only Services —F inancial institutions differ essen- 
tially from many other businesses, due to the fact that the 
commodities which they offer for sale consist entirely of 
puaeaisi and fall into the following classes: 


- Those services which are professional in 
ies and take the form of giving advice and 
counsel. 

2. Those which provide information such as 
that furnished by news agencies and by statistics- 
gathering agencies. 

3. Those which transfer title to property. 

Those which do not fall into any of the 
preceding classes of services. 


The giving of counsel and advice on investments, trust 
agreements and similar points would fall in the first group 
of services. Services such as a large portion of those 
rendered by the credit and investment departments of banks 
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would fall in the second group. ‘Transfers of property 
titles as demonstrated by the purchase and sale of commer- 
cial paper and other instruments would fall in the third 
class; while services such as the acceptance of deposits and 
other services not falling in previous categories would fall 
in the last class. All of these commodities are obviously 
intangible in nature. 


Securities Not Excepted.—An exception to the conclu- 
sion reached in the preceding paragraph is frequently 
taken by pointing out that, when securities are sold by an 
investment house, a tangible commodity has been marketed. 
For the sake of simplicity, the sale of securities will be here 
considered as a transfer of title because of several reasons. 
In the first place, when a security, either bond or stock, 
is purchased, the buyer receives nothing which he consumes 
or which comes into his possession, other than the certificate, 
unless one cares to contend that in purchasing equities 
the purchaser acquires assets of a business which he utilizes 
in prosecution of the enterprise. Widespread ownership 
of equities tends to deprive this theoretical objection of 
much practical merit, because few persons give heed to the 
operation of enterprises in which they own shares. Regard- 
less of which of these points of view may be taken, the 
transactions would still fall in the third subdivision of the 
above classification. In the second place, such purchases 
merely involve the acquisition of property rights, and the 
objects to which these rights pertain do not pass into the 
possession of the purchaser. The stock certificate or bond 
is merely evidence of such rights, just as a passbook or 
deposit certificate is evidence of the right to the payment 
of asum of money. In the third place, the sale of securities 
usually involves performance of a service, in that the invest- 
ment house acts as a broker or else has not usually held the 
securities for a period longer than that required to find a 
purchaser. Consequently, security transactions will be con- 
sidered to involve the rendering of service instead of the 
purchase or sale of tangible commodities. 


Neglect of Intangibles—The obviousness of trans- 
actions which involve change of physical possession of 
objects has led to the piacement of a great deal of emphasis 
on the merchandising of commodities of this type to the 
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neglect of the merchandising of services and of facilities 
to transfer titles to physical objects. The manufacturer 
prepares in his factory or plant the article which he offers 
for sale, and then this article visibly passes through a 
number of hands from the time it leaves the plant until it 
reaches the ultimate consumer. ‘Title to this article may 
change ownership any number of times during this process; 
the commodity may be stored; it may be broken up into 
smaller units or several parts may be combined into one 
unit; and a number of similar operations may be performed 
in the process of placing it in the hands of the ultimate 
consumer. The process of distribution stands out clearly 
and distinctly in such cases, but it is more or less difficult 
to discern this process when the products offered are 
intangible. 


Distribution of Financial Services—Financial institu- 
tions offer a wide variety of services and the consumer is 
interested in the satisfactions to be derived from these 
services, but between the producer and the consumer there 
exists a wide gap which must be bridged. This gap can 


be bridged only by devoting attention to the products to 
be offered, to the tastes of the consumers and to the methods 
by which the message of the offering institution may be 
conveyed to customers and to prospects. This marketing 
process becomes essentially one of educating the prospect 
concerning the manner in which the services offered by the 
particular institution may satisfy his desires. The relative 
simplicity of the services offered by financial institutions, 
especially in the past, has caused the executives of these 
businesses to consider the marketing process as one of 
equally simple proportions. However, the growing com- 
plexity of the economic structure which has developed in 
this country and the increasing popularity of the services 
offered by financial institutions have tended to rob the 
marketing process of much of its simplicity, and within 
recent yeats much attention has been devoted to the market- 
ing of the services of financial institutions. 


Services Rendered.—The services rendered by each of 
the four types of institutions included within the scope 
of this investigation may be classified in the following 
manner: 
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CLASSIFICATION OF THE FUNCTIONS OF FINANCIAL INSTITUTIONS 


I. Commercial Banks 


A. Discount G. Transmitting funds 
B. Acceptance of deposits H. Banking service 
C. Guaranty and _ extension I. Giving advice 
of credit J. Rendering correspondent 
1. Letters of credit functions 
2. Acceptance K. Buying and selling foreign 
D. Checking service exchange 
E. Collection agent L. Safe deposit and fur stor- 
F. Furnishing credit infor- age 
mation M. Travel services 


II. Trust Companies 


A. Trust and agency functions 


1. For individuals 
a. Private agreements 
(1) Life insurance trusts 
(2) Living trusts 
(3) Trustee for endowments 
(4) Guardian for minors and incompetents 
(5) Agent 
(6) Custodian accounts 
(7) Uniform trusts 
». Probate 
(1) Executor 
(2) Administrator 
(3) Guardian 
(4) Conservator 
c. Investment department 
(1) Buying and selling securities for own account 
(2) Buying and selling securities for account of 
others 
(3) Furnishing information and counsel 
d. Real estate 
(1) Management 
(2) Purchase 
(3) Sale 
(4) Rental 
. Insolvency 
(1) Assignee 
(2) Receiver 
(3) Trustee 


2. For corporations 
a. Trustee under mortgages and notes 
b. Fiscal agent 
ce. Registrar 
d. Transfer agent 
e. Acting in corporate reorganizations 


— 
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f. Acting in corporate financing 
g. Real estate 
h. Insolvency 
i. Agent 
B. Insurance 
1. Fidelity 
2. Title 
C. Safe deposit 
III. Savings Banks 
A. Providing a safe outlet for funds 
B. Promoting thrift 
C. Assembling capital 
D. Making loans 
IV. Investment Houses 
Purchasing 
Underwriting 
Distribution 
. Fiscal agent 
Management of individual funds 
. Furnishing financial counsel to individuals and to the execu- 
tives of corporations 
Custodian accounts 


mOOM > 
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Tendency Toward Concentration—The services out- 
lined above have been presented as though they were being 
offered by distinct types of institutions, but there has been 
a pronounced tendency in recent years to concentrate the 
rendition of financial services under one roof. This has 
resulted in the creation of a number of financial organiza- 
tions which properly merit the name “department stores of 
finance.” This term signifies the operation within one 
institution of several departments, each department render- 
ing a type of service which has formerly been rendered by 
an institution specializing solely in that type of service. 

This tendency is a development which may be accounted 
for by several reasons. In the first place, creation of an 
organization equipped to provide one type of service has 
made it possible to offer additional services at very little 
increased expense. In the second place, the offering of 
additional services has frequently been regarded as an 
aid in developing services which have previously been 
available to the public. In the third place, many services 
have been added by formerly specialized institutions in 
order to combat competition. In the fourth place, prospects 
of increased profits have been strong stimuli prompting 
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the offering of additional services. And finally, the con- 
venience of customers has also been a significant factor. 
Concentration of services has increased competition among 
many financial institutions, and consequently has influenced 
the development of merchandising methods. 





Services Change-——The treatment above accorded the 
services of financial institutions tends to convey the impres- 
sion that these organizations offer for sale services which 
remain very much the same over a long period of time. 
It is true that the fundamental principles which underlie 
the services offered by financial institutions remain practi- 
cally the same, and it is likewise true that this fact tends 
to contribute similarity to the services rendered by the 
components of each particular group. Nevertheless, con- 
stant changes occur in the world of finance, and these 
changes create a perpetual problem of distribution. 
Changes in the tastes of customers and prospects, changes 
within the banking sphere and a constant turnover in the 
composition of the banking populace due to the natural 
course of life make it necessary constantly to scrutinize 
the market in order to proceed with the developmental 
work essential to effective distribution. 


The Problem of Definition.'—Bankers and advertising 
men, when referring to financial merchandising, are prone 
to use the words “financial advertising” to connote a wide 
variety of meanings and shades of meanings* which include 
all the constituents of the merchandising process. This 
term is frequently used synonymously with “advertising,” 
which by some definitions is confined to the use of printed 
words. It is used at other times to designate radio, movie 
and direct mail advertising; it is used synonymously with 
selling and publicity and with the preparation of services 
for the market; and investigation discloses numerous in- 
stances of usage of these terms interchangeably. Conse- 
quently, obscurity now surrounds the meaning of the term. 

*This consideration of the meaning of the term “financial advertising” 
appeared in slightly altered form in THe Bankers MaGazine (September, 1932), 
Vol. CXXV, pp. 219-222, under the title, “What Is Financial Advertising?” 

To illustrate this usage of the term, the following references are cited: 
Marvin L. Pierce, “Bank Merchandising,” Financial Advertisers Association, 
Proceedings, 1925, pp. 43-49; Julian M. Case, “The Inside Advertising and 


Merchandising of a Bank,” ibid., pp. 59-63. Many additional similar references 
are available. 
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Reasons for Obscurity.—Several reasons forcefully 
account for the obscurity surrounding the meaning of this 
term. In the first place, the activities of financial merchan- 
dising have developed very rapidly during the past decade 
and have resulted in the development of numerous hetero- 
geneous practices, simultaneously described by many differ- 
ent and similar names. Secondly, the changes rapidly 
occurring in the business have tended to retard the develop- 
ment of uniformity of concepts and practices, for, in 
numerous instances, no sooner has uniformity of termi- 
nology tended to develop than an innovation has produced 
confusion. Thirdly, the varied nature and overlapping of 
the activities themselves are not readily conducive to devel- 
opment of uniformity of concepts and practices. Fourthly, 
the various names under which departments carrying on 
such activities have operated and the allocation of such 
activities of more or less closely related or unrelated depart- 
ments have contributed greatly to the obscurity. Finally, 
as a result of the foregoing reasons, writers on the subject 
have used the term in countless manners, so that financial 
merchandising literature contributes little to a clear concept 
of the term. 


Activities Included.—The general concept of “advertis- 
ing’’ is defined by some authorities as sales material confined 
to printed words and distributed en masse,* but the term 
“financial advertising” has come to connote a field much 
broader than that usually designated by this narrow mean- 
ing of the term “advertising.” The nature of the services 
which bankers offer for sale and the practices which have 
developed in selling those services very closely unite the 
commonly restricted fields of advertising, selling, the inter- 
related field of publicity and the process of preparing and 
offering services in forms which will prove attractive to 
customers and to prospects. General usage and the treat- 
ment accorded these four groups of activities by the discus- 
sions found in the yearbooks and bulletins of the Financial 
Advertising Association and in writings in other publica- 
tions have all greatly contributed to the development of a 
concept of financial merchandising which includes them all. 


*H. Tipper, H. L. Hollingsworth, G. B. Hotchkiss and F. A. Parsons, 
Principles of Advertising, p. 11. 
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Advertising.—Advertising involves the utilization of 
various media in order to present appeals, to attract atten- 
pei to arouse interest, to create desire and conviction and 

» lead to action. It seeks to apply the principles of 
lamin by mass application to relatively large groups 
through various media in order to bring about a given result: 
obtaining sales. Advertising aims at one goal, sales, and 
must attain this goal through a series of gradual steps 
involving the attraction of attention, the development of 
interest in the commodity advertised, the creation of desire, 
the development of the conviction to purchase and the 
production of action.’ 


Types of Advertising.—Advertising is divided into four 
types, depending on the special purpose which it is designed 
to serve. Pioneering advertising seeks to introduce new 
devices or services and new uses of familiar commodities.” 
If a bank has a new savings plan to offer its customers, or 
if an investment house has a new type of security to offer, 
the advertising introducing the new device would fall into 
this category. Competitive advertising recognizes that 
many business houses offer similar commodities and seeks 
to obtain the favor of prospects for a particular concern.“ 
In finance, it strives to convince the customer and prospect 
that the particular institution is stronger, has better equip- 
ment, offers better service at lower cost, and in this manner 
seeks to enlarge and to retain its clientele. Institutional or 
“good-will” advertising is not designed to sell directly but 
to generate and to maintain a favorable attitude on the 
part of the public toward the particular institution.‘ 
It aims only indirectly at the attainment of sales. Reminder 
advertising is designed to strengthen the work done by the 
three previous forms of advertising. It seeks to emphasize 
the other forms by reminding the reader of the impression 
which he has already obtained elsewhere.* Financial institu- 
tions find it advisable to resort to all of these types of 
advertising at various times through the numerous media 
commonly available, including newspapers, magazines, 
‘radio, outdoor media, direct mail and movies. | 





‘Tbid., p. 90. 
*Tbid., p. 145. 
*Ibid., pp. 145, 148. 
Tbid., p. 148. 
‘Tbid., pp. 148-149. 
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Selling.—Selling includes all of those efforts to produce 
sales by means of sales letters and personal calls from rep- 
resentatives of the particular institution. Advertising is 
designed to provide mass application of the principles of 
psychology to produce sales, whereas selling consists of 
individual or small group application of psychological 
principles for the same purpose. In contrast to advertising, 
selling possesses much greater flexibility. Advertising, by 
mass application, presents much of the same material at 
one time to all persons, some of whom react favorably, 
others unfavorably. Representatives who attempt selling 
have opportunities to study each prospect before launching 
the sales attack, may modify the appeal as the interview 
warrants, and, if they are skilled salesmen, may place 
emphasis at the proper points at the proper times. 
Furthermore, an advertisement or even a series of advertise- 
ments cannot present completely all information, anticipate 
all questions or explain all points to the complete under- 
standing of all constituents of the audience attracted. 
Personal selling permits necessary and desired elucidation, 
which the advertisement cannot provide unless the reader 
of the advertisement makes further inquiry. Selling very 
frequently is not attempted until some evidence of interest 
has been manifested, such as a reply to an advertisement; 
and thus selling has had laid for it a foundation upon which 
to build. 


Publicity—Publicity consists of organized efforts to 
disseminate news items, to establish contacts or to attract 
attention to an institution and the products which it offers 
for sale without disclosing the purpose of selling in order 
to create a favorable attitude toward the institution from 
which the publicity emanates.’® Publicity may be con- 
sidered an indirect method of advertising for two reasons. 
In the first place, manifestations of publicity generally 
reveal no evidence of the underlying purposes. Publicity 
tells the individual who witnesses its evidences a bit of 
information, conveys to him an impression of friendliness, 
entertains him with humor or commits before him some act 
which should elicit his approval, without acquainting him 


°H. R. Tosdal, Principles of Personal Selling, pp. 4, 8-9. 
“Of. R. H. Wilder and K. L. Buell, Publicity, pp. 1-2. 





621 















THE BANKERS MAGAZINE 


with the premeditated aim. In the second place, publicity 
definitely ignores to a large extent the work of the sales 
appeal.’ It seeks to attract attention by its inherent 
characteristics and to develop interest after the observer 
has directed his attention to it in a seemingly casual and 
independent manner. Publicity frequently takes the form 
of supplying publications with stories concerning the institu- 
tion, its officers, employes, customers, items of community 
interest, the issuance of house organs, service bulletins and 
similar devices. Other manifestations of publicity are the 
establishment of contacts by providing club memberships 
for officers, the attendance of representatives at conventions, 
extension of invitations to visit the bank, friendly calls and 
letters, provision of speakers at conventions and other 
gatherings in which association of the representative with 
the institution is likely to create a favorable impression. 


Preparation of Products—The time has long since 
passed with the majority of commodities offered for sale 
when the dealer merely made known the nature of the 
product which he offered for sale and waited for the 
customer to come, for very early in the development of 
marketing dealers sought to court favor by making their 
products as attractive as possible by offering them in dif- 
ferent sizes and forms and by decorating them in various 
manners. ‘Tangible commodities are offered in many 
forms and sizes and are decorated with wrappers and labels 
in order to endow the articles with a pleasing appearance. 
Production of tangible commodities makes this step in 
marketing very important, and, though of relatively less 
importance in the marketing of intangibles, it has already 
received considerable attention from bankers. In banking, 
this phase of merchandising takes the form of devising 
savings schemes, fixed trust units, various types of trust 
agreements and other plans which render more attractive 
the services offered by financial institutions. 


Financial Merchandising.—Financial advertising, as the 
term is commonly used, refers primarily to a group of four 
specialized activities including advertising, selling, publicity 
and the preparation of products for the market, as described 


above. ‘Thus financial advertising in this broad sense of 


\ 
“Tipper, Hollingsworth, Hotchkiss and Parsons, op. cit., p. 91 
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the term may well be designated as “financial merchandis- 
ing,” for it includes all methods of obtaining, retaining and 
increasing the business of a particular institution, and 
“covers the entire promotional process.”’? In fact, a 
distinct tendency toward the use of this term in preference 
to others becomes increasingly manifest. It is found fre- 
quently in writings and addresses concerned with the 
subjects designated by the term, and the Financial Adver- 
tisers Association adopted as the theme of its 19382 conven- 
tion: “Financial Merchandising in the Thrifty ’Thirties.” 
The exercise of care among bankers and advertising men 
in the use of these terms would eliminate much of the 
confusion now prevailing in the business. 


Relationship —The use of the term “financial merchan- 
dising”’ to include the above-mentioned subdivisions gives 
rise to the question: Do all subdivisions constitute essential 
parts of a financial merchandising program? In order to 
establish the point of view to be retained throughout this 
investigation, the question is answered briefly in the affirma- 
tive. The four fields constitute financial merchandising, 
and one used without the other will not generally lead to 
the results obtainable by a unified program embracing the 
four fields of activity. Advertising alone may produce 
sales at department store bargain counters, but for financial 
institutions it usually only prepares the way for selling. 
Some financial merchandisers contend that the primary 
function of advertising in the financial institution is to 
pave the way for selling, because selling becomes more 
effective when a groundwork is laid for it by advertising. 
Advertising and selling are complementary, and publicity 
more closely welds them together. Publicity, when properly 
used, enhances the effectiveness of both advertising and 
selling, each of which in turn influences the effectiveness of 
the other. If these three tools of marketing have a product 
to offer which has been designed to meet especially the 
needs of the persons to whom appeal is made, the service 
becomes more attractive of itself and thus tends to enhance 
the effectiveness of these agencies. The preparation of 
services in forms to be offered to the public also comprises 
an essential part of the marketing process. It expedites 


8S. R. Hall, Theory and Practice of Advertising, p. 28. 
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the work of the three other fields of activity, and its effec- 
tiveness as a selling force is likewise enhanced by these 
other activities. The four groups of activities are vitally 
and inseparably related, and effective financial merchan- 
disers give due weight to each. 


Obscurity of Functions.‘*—Just as confusion and lack 
of understanding of the scope of the activities included 
within the field of financial merchandising have prevailed, 
so also have bankers failed to comprehend the extent and 
nature of the functions rendered by financial merchandising. 
The large expenditures now being made by financial institu- 
tions for both defensive and offensive merchandising further 
emphasize the necessity of examining the functions which it 
renders, before proceeding further. If sufficiently impor- 
tant functions are disclosed, executives of all types of finan- 
cial institutions included within this investigation will dis- 
cover substantial reasons for merchandising their services 
vigorously instead of trusting only to defensive methods 
with which to combat competition. 


Two Viewpoints—Consideration of the functions of 
financial merchandising recognizes immediately two points 
of view. Financial institutions find interest in all of the 
functions of financial merchandising, which functions may 
be divided into two classes, considered first from the point 
of view of what the merchandising will do for the institution 
directly, and secondly from the point of view of what it 
will do directly for the customers and the public and indi- 
rectly for the institution. This consideration proceeds first 
to the functions rendered for the direct benefit of the 
institution and then to those rendered for customers and 
the public directly and for the institution indirectly. 


Sales Production.—One of the most important functions 
of financial merchandising is to produce sales of the services 
which the particular institution offers to the public. Profits 
result from the conduct of business en such a basis that 
gross income exceeds the costs of conducting the business. 
Once a profit rate has been established, if this relationship 
can be maintained with an increased volume of business, 

“This exposition of the functions of financial merchandising appeared in 


slightly altered form in THe Bankers Macazine (October, 1932), Vol. CXXV, 
pp. 350-354, under the title “The Functions of Financial Advertising.” 
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profits increase accordingly, and, if the business happens 
to be in such a position that it can operate for a time under 
conditions of decreasing costs, that is, transact a larger 
volume of business with less than a proportionate increase 
in costs, and if rates charged for services remain the same, 
then profits on the new business will increase more than 
proportionally. Even though this condition should not 
prevail for long, increased sales permit possibility of receipt 
of the margin of profit on a larger volume of business. 
Many financial institutions vie with each other to increase 
their size in order to enjoy the increase of prestige which 
is generally assumed to accompany increased size and to 
take advantage of the opportunity for greater diversity of 
commitments which is possible in a large institution. In so 
far as financial merchandising produces these results 
through increased sales of services, it works to the advan- 
tage of the advertising institution in a manifold manner. 

Introduction of New Services——Mention has already 
been made of the tendency during recent years toward 
“department store” banking—the extension of the scope 
of a bank’s activities into new fields so that complete bank- 
ing services may be offered under one roof. Some of the 
“departments” more recently developed have been the 
objects of severe criticism and are now being abandoned, 
but all of such innovations nevertheless have necessitated 
the application of marketing methods—the forces of finan- 
cial merchandising—to the introduction of the particular 
services and the upbuilding of the respective departments. 
Competition has also caused each progressive institution of 
specialized type, such as an institution rendering solely 
trust services, to seek to develop new services or new forms 
of old services in order to increase and to retain patronage. 
Financial merchandising assists an institution not only in 
maintaining its competitive position, but also in advancing 
in its field through the development and introduction of new 
services and the acquaintance of new customers and pros- 
pects with the services usually offered. 


Development of the Institution—The banks and finan- 
cial houses in any community comprise not mere structures 
of steel and stone, nor mere selling organizations. Their 
significance is greater, more far-reaching, and. permeates 
deeply into the lives of customers and prospects. Customers 
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view financial houses as custodians of their reserves, agencies 
of financial service and counselors of finance. The impor- 
tance of the services rendered by financial houses tends to 
develop about the business intangibilities best described by 
the word “institution.” This implies a high code of ethics, 
skill of the expert, financial soundness and survival of the 
tests of time. At the same time, care must be exercised 
not to exalt financial institutions to the extent of approach- 
ing the grossly exaggerated “dignity” frequently associated 
with banks in'the past, for this mistaken dignity has greatly 
retarded the adoption of modern business methods and 
practices. However, all businesses which long endure 
tend to become institutions in the territories in which they 
serve, and this is especially true of financial houses. The 
process of developing the institution frequently necessitates 
resort to the many devices of financial merchandising which 
may be utilized. 


Maintenance of Confidence-—Financial institutions in 
the past have more or less considered the creation of con- 
fidence as ancillary to the other functions of merchandising, 
but the experiences of recent years have reversed this atti- 
tude. One of the most important functions of financial 
merchandising during the depression years following 1929 
consisted in the creation and maintenance of confidence 
which had frequently been threatened or weakened by fear. 
Changed public attitudes may be traced partially to some 
of the bank and investment house failures which transpired 
along with the collapse in security values and commodity 
prices, but, at the same time, public excitement contributed 
more than its share to many failures. Numerous illustra- 
tions are available across the country in which successful 
attempts were made to impart confidence to a disquieted 
populace by resorting to merchandising methods when 
impending difficulties were due to public hysteria. 


Summary.—Financial merchandising thus renders four 
services of direct importance to financial institutions: 


1. Production of sales. 
Introduction of services. 
3. Development of the concept of the organiza- 
tion as an institution. 
4. Creation and maintenance of confidence. 
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Consideration next proceeds to the services rendered 
by financial merchandising which directly benefit customers 
and the public and indirectly redound to the benefit of the 
merchandising establishment. 


Raising of Capital—The large scale methods of produc- 
tion which have characterized modern industry during the 
past fifty years have tended constantly to become more 
“roundabout” and have necessitated the amassing of larger 
and larger amounts of capital. Very few individuals pos- 
sess the means required to finance a large enterprise in a 
particular industry, and consequently capital must be 
accumulated from great numbers of persons. Financial 
institutions act as middlemen in assembling small individual 
savings and in placing them at the disposal of users of 
large amounts of capital. Savings banks and trust com- 
panies function in this capacity through their investments 
in securities; commercial banks provide short term loans 
to business, while investment houses in selling securities 
to individual clients act as middlemen in a somewhat more 
direct manner than do savings banks and trust companies. 
Financial merchandising expedites the raising of capital 
through the attraction of available sums to financial 
institutions by offering varied services, and in showing 
those who have available capital desirable places in which 
to invest it. 


Facilitation of Investment.—A very close relationship 
prevails between the preceding function and that about to 
be described. Financial merchandising not only acquaints 
those persons who have funds to invest with the places in 
which those funds may be invested, but goes beyond this 
to the extent of acquainting people with the nature of the 
investment both at the time the commitment is made and 
during its duration. It is true that the merchandising 
methods used in fraudulent or questionable propositions 
many times fail to reveal completely the hazards involved, 
but in merchandising the services of reliable institutions the 
descriptions of the particular enterprises or securities pro- 
vide, or should provide, adequate information to enable the 
person with funds at his disposal to gain a clear concept 
of the degree of risk involved. Merchandising further 
facilitates investment by providing various forms of con- 
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venient investment devices such as baby bonds, savings 
plans, trust agreements and similar devices. 


Preservation of Capital—Millions upon millions of 
dollars are wasted annually because of commitment to 
fraudulent enterprises, because of commitment of funds 
to enterprises economically unjustifiable, even though 
established without intent to defraud, and because of igno- 
rance upon matters of investment. Banking institutions 
through honest merchandising assist in reducing this amount 
or in keeping it at a minimum by acquainting investors with 
pitfalls and by directing them to reliable sources of informa- 
tion, and also by informing them of desirable commitments. 
It is difficult to estimate the sums lost through commitment 
of funds’ to economically unjustifiable enterprises, but, 
proceeding on the assumption that the more reliable houses 
satisfy themselves of the economic justification of an enter- 
prise before offering its securities, financial merchandising 
serves usefully in preserving capital by calling attention to 
those enterprises which have been subjected to the scrutiny 
of the offering house. Financial merchandising still further 
contributes to the preservation of capital by acquainting 
and providing those who suddenly come into funds through 
inheritance of life insurance with capable agencies both for 
estate administration and for the productive employment 
of the funds. 


Teaching of Thrift-—One of the greatest reproaches of 
the highly developed modern economic order is found in 
the exceedingly insecure economic position occupied by 
millions of persons. This insecurity results from two 
primary causes: (1) lack of earning power and (2) failure 
to care properly for earnings. Remedy of the first of 
these causes lies outside of the scope of this consideration, 
but the second may be partially, if not completely, alleviated 
by better management of income. The burden of teaching 
thrift has thus far rested on the homes, financial institutions 
and the schools. Homes have apparently failed to fulfill 
adequately their part in this educative process, and financial 
institutions and schools have not done as much as possible. 
School banks, Thrift Week and other devices have been 
designed to teach thrift, but much remains to be done before 


any considerable reduction of poverty resulting from poor 
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management of income is attained. Financial institutions 
must cease thrift preachments and educate the public to 
the pleasures of cash reserves, independence and the feeling 
of security resulting therefrom. A fertile field is available 
in which institutions grasping the significance of this chal- 
lenge will probably find not only social improvement result- 
ing, but increased business as well. It falls within the 
province of financial merchandising to assume this respon- 
sibility and to execute the commission through resort to 
the methods embodied in its various activities. 


Public Education—The American public knows very 
little about banks and banking, despite the fact that the 
forty-eight states are dotted from coast to coast with banks 
and investment houses. One of the many lessons taught 
the executives of financial institutions by the depression of 
1930-1933 is the appalling ignorance of the banking public. 
The public knows little about the kinds of banks their 
organization, the services rendered, financial statements, 
what to expect from financial institutions and what not to 
expect, how to use these institutions most effectively and 
many other points which would give customers greater 
satisfaction and prove more advantageous to the banks. 
A few efforts to educate the public have been previously 
made but no organized effort on a large scale has been 
outstandingly successful in the past. Danger lurks in the 
possibility that improved business conditions might render 
bankers less susceptible to the arguments advocating well- 
organized efforts to attempt education of the public in the 
proper use of financial institutions and more effective 
management of their own affairs. The problem of educat- 
ing the public financially is of large proportions, but many 
of the houses and groups which have made such attempts 
find pleasing results accruing. These results should chal- 
lenge the entire banking profession to the exertion of 
greater efforts in this direction. 


Summary.—Financial merchandising renders, in addi- 
tion to the four functions of direct significance to the 
merchandising institution, the following services of indirect 
significance to the institution and of direct service to 
customers, prospects, and the public: 
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1. Assisting in the raising of capital. 

2. Facilitation of the preservation of capital. 

3. Teaching of thrift. 

4. Education of the public concerning the 
nature of financial institutions and the services 
which they render. 


Conclusion.—F nancial merchandising constitutes a field 
of endeavor possessing broad proportions and tremendous 
potentialities. In rendering its several functions, it cannot 
serve as sole panacea for the problems mentioned above, but 
may enhance the effectivness of financial institutions in 
their respective communities. The significance of financial 
merchandising should serve to encourage bankers now 
merchandising to extend their programs and those bankers 
not now doing so to utilize the potentialities of the process 
for the benefit of their institutions and for the benefit of 
their customers. 
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Accounting in Personal Trusts 


By CUTHBERT LEE 
Former Trust Supervisor, Guaranty Trust Company of New York 


Ties words account and accounting 


have so many meanings that their 

use is not always clear. It is there- 
fore somewhat easier to keep the word 
accounting, when employed in connec- 
tion with trusts, for not more than two 
meanings. The first is the presenting by 
the trustee of what is more formally en- 
titled its “account of proceedings” as such 
trustee, and the entire process is called 
accounting. The other common meaning 
of the word, as a noun, is that of the 
thing presented, namely the complete 
arithmetical and explanatory record of 
receipts, payments, etc., of the trustee, 
in the customary technical form. 

Every accounting which is not the 
last is called an intermediate accounting. 
Every such accounting is, however, if 
duly approved, final to this extent, 
namely that an approved accounting 
ratifies the acts of the trustee to date and 
relieves it of all responsibility for the 
future regarding its administration up 
to that point. Most accountings are 
made at a given time because of the hap- 
pening of some event in the trust. Rea- 
sons which may determine the trustee to 
account, when no pivotal event has 
transpired in the trust, may include a 
claim or dispute by an interested party, 
a desire by the trustee to have its com- 
missions fixed or approved or a line of 
conduct confirmed, or a wish to bring a 
construction proceeding to clarify its 
rights or duties. 

Courts are rather liberal as to the 
form of a trustee’s accounting; neverthe- 
less there have grown up conventions as 
to form so marked that neither an inex- 
perienced layman nor even a public ac- 
countant without special study of the 
subject of trustee accounting would 
probably be able to draw up an account- 
ing in the customary approved form. 
The main advantages of this form are 
intelligibility to the lay mind and con- 
formity to what the court is accustomed 


to examine and will therefore accept 
with the least hesitation. A corporate 
fiduciary does well to adhere to this gen- 
eral type, whether the account is formal 
or informal. 

Most, though not necessarily all, of 
the schedules mentioned below would be 
needed in the accounting of any trust, 
depending on its nature.* That is to 
say, the primary schedule of each group, 
designated by a letter alone: “A,” “B,” 
“C” and “D” for principal, and 
F” for income, is necessary in almost 
every case, and there may be needed 
more, or less, of the further schedules in 
each group designated by the group let- 
ter and a number: “A-1,” “A-2,” “B-1,” 
“B-2,” etc. Each schedule is executed 
individually at its foot by the trustee, 
through an officer duly empowered by 
the board of directors. 

The accounting, after a brief sum- 
mary, begins with the schedules relating 
to principal. The first of these concerns 
the assets received by the trustee from 
the grantor or others at the beginning of 
the administration and at any other times 
up to the date of the accounting. This 
schedule is usually lettered “A” and 
headed: “Contains a statement of the 
assets constituting the principal of the 
trust received by the trustee from the 
beginning of the trust to the date of this 
accounting.” 

Schedule A shows simply and clearly 
what was given to the trustee, and its 
market value on the date when the 
trustee received it, which is the value at 
which the assets came into the trust. No 
assets purchased by the trustee out of 
trust funds are included in this schedule, 
because a purchase involves no addi- 
tional assets but merely the exchange of 


*In Mr. Lee’s book, ‘‘Personal Trust Admin- 
istration,” just off the press, all the schedules 
are fully illustrated by examples (omitted in 


this article for lack of space). The book con- 


tains throughout approximately twice the 
material found in this series of articles.— 
EDITOR. 
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one asset for the like value of other assets. 
The only property purchased by the bank 
or trust company which may be included 
in this schedule is any property bought 
by it as agent out of money given it as 
agent, the property having then been 
added to the trust. 

Schedule A does not include amortiza- 
tion, which, in trusts where the trustee 
amortizes, is accounted for on a schedule 
marked “A-1” and headed: “Contains a 
statement of amounts received into the 
principal of the trust on account of 
amortization of securities purchased 
above par.” The corresponding debits 
to income are embodied in one entry of 
the total of these items in Schedule F, 
described below in its proper order. A 
supplementary informative schedule is 
added to the “A” series, often “A-2,” 
headed: “Contains a statement of ad- 
vances made by Bank Trust Company to 
the trust in the form of overdrafts in 
the principal account from the begin- 
ning of the trust to the date of this ac- 
counting.” 

A schedule regularly lettered “B” is 
headed: “Contains a statement of invest- 
ments made by the trustee from the be- 
ginning of the trust to the date of this 
accounting.” When exchanges of se- 
curities held in principal have been made 
for other securities, a schedule is inserted 
directly following Schedule B and 
marked “B-1,” headed: “Contains a 
statement of securities exchanged by the 
trustee from the beginning of the trust 
to the date of this accounting.” In such 
a case the sales schedule (ordinarily 
“B-1”) is called “B-2” and the subse- 
quent “B” schedules are numbered in 
further sequence. When an increase in 
interest rate is obtained or a reduction 
allowed, there results in effect a new se- 
curity, and the change is recorded in the 
schedule of exchanges. 

When the trustee assents to the post- 
ponement of payment of a security such 
as a note to a more distant maturity 
date, this fact is recorded in another 
supplementary schedule in the “B” series, 
headed: “Contains a statement of se- 
curities extended by the trustee from the 
beginning of the trust to the date of this 


accounting.” The latter two schedules, 
when the items in each are not numerous, 
are sometimes combined in one schedule 
headed: “Contains a statement of securi- 
ties exchanged or extended by the trustee 
from the beginning of the trust to the 
date of this accounting.” A further 
supplementary schedule of the “B” series 
is headed: “Contains a statement of 
rights, warrants and stock dividends re- 
ceived by the trustee on securities held 
in the principal of the trust from the 
beginning of the trust to the date of this 
accounting.” 

Following Schedule B, and the fore- 
going supplementary schedules if any, is 
Schedule B-1 (or B-2, B-3 or B-4, de- 
pending on the numbers required to be 
used for supplementary schedules), 
headed: “Contains a statement of assets 
constituting a part of the principal of 
the trust sold by the trustee from the 
beginning of the trust to the date of this 
accounting.” This schedule includes not 
only sales, but also in most cases any re- 
demptions of bonds and payments of 
notes and bond and mortgage, as well 
as payments on account of the principal 
of the latter and of other evidences of 
indebtedness. It will also be noted that 
here are recorded receipts of cash in lieu 
of fractional shares constituting part of 
a stock dividend which in the given trust 
is principal. 

Expenses, the trustee’s commissions, 
withdrawals, distributions to date and 
all other payments from the principal 
cash account, except those previously 
considered in the above purchase sched- 
ule, are usually listed in Schedule C, 
headed: “Contains a statement of the 
amount of principal disbursed by the 
trustee from the beginning of the trust 
to the date of this accounting.” 

Finally, the property remaining in the 
trust is listed in a Schedule D under the 
heading: “Contains a statement of the 
assets constituting the principal of the 
trust in the hands of the trustee at the 
date of this accounting.” The entries 
are similar in form to those in Schedule 
A, without of course any mention of the 
sources from which the assets were re- 
ceived, which would be a duplication. 








The amount of any amortization which 
has been credited is shown deducted 
from the original inventory value to give 
the resulting inventory value of the asset. 

After the above schedules relating to 
principal, follow those concerned with 
income, the “E” group, beginning with 
Schedule E, headed: “Contains a state- 
ment of income collected by the trustee 
from the beginning of the trust to the 
date of this accounting.” The entire 
history of the receipt of gross income 
from each item of principal assets is 
given in one block, or grouping, of 
entries, in chronological order. Accrued 
interest received, as on the occasion of 
the sale of a bond between interest dates, 
is not given a separate schedule. It is 
shown, for each security on which it 
was received, as an item in the block of 
interest collections on that security, in 
Schedule E. 

When the bank or trust company has 
loaned to itself as trustee money to cover 
overdrafts in the income cash account, 
a supplementary informative schedule is 
added to the “E” series, marked “E-1,” 
and headed: “Contains a statement of 
advances made by Bank Trust Company 
to the trust in the form of overdrafts in 
the income account from the beginning 
of the trust to the date of this account- 
ing.” 

Income payments are shown in Sched- 
ule F, which is described as follows: 
“Contains a statement of income dis- 
bursed by the trustee from the begin- 
ning of the trust to the date of this ac- 
counting.” In the usually accepted prac- 
tice the entries include both expenses and 
the net income payments to the bene- 
ficiary. Some corporate fiduciaries, how- 
ever, prefer to divide these categories, 
and record the payments to the bene- 
ficiary in a separate schedule under the 
same letter group. “F-1” is the usual 
‘number for the schedule headed: “Con- 
tains a statement of accrued interest 
paid on securities purchased by the 
trustee from the beginning of the trust 
to the date of this accounting.” The 
final income schedule, more usually 
“F-2,” is headed: “Contains a statement 
of income in the hands of the trustee on 
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the date of this accounting.” It consists 
in most cases of one entry, covering 
cash. There may also be additional en- 
tries describing securities, if, for example, 
stock dividends are payable as income 
and have been received and not yet de- 
livered, or if income is being accumu- 
lated for a minor and invested. 

In some institutions the preparation of 
an accounting is not attempted, but is 
left to the attorney for the trustee in 
the given trust; but this would seem 
to be a sad confession of inability on the 
part of the trustee fully to discharge its 
duties in the way to be expected of a 
bank or trust company in that capacity. 
If the corporate fiduciary does hire some 
outside agency to do its work for it in 
connection with an accounting, it is not 
warranted in charging the cost to the 
trust. Not long ago a large New York 
fiduciary institution employed a firm of 
accountants to prepare its accounting in 
a trust, and attempted to charge the 
trust with the expense so incurred. The 
court held that the trustee should pay 
the expense out of its own funds, saying 
that the work involved was such as “the 
large bookkeeping and accounting de- 
partment of a trust company could prop- 
erly and without difficulty handle.” 

The trustee may have to account in a 
trust at any time, and the complete prep- 
aration of an accounting covering a num- 
ber of years in a trust of fair size is a 
long task resulting in considerable delay, 
especially if all accountings are prepared 
by one or two men. Hence it is wise to 
use any available time, when no account- 
ing presses for immediate completion, to 
prepare accountings in some or all of the 
trusts in force from their beginning to 
date, leaving them open at that -point. 
When this is done, much less ground has 
to be covered when the need for a com- 
plete accounting arises. Another very 
important reason for such a practice is 
that the preparation of an accounting is 
the most thorough way of reviewing a 
trust’s administration and offers the most 
likely means of bringing to light errors 
in figures and mistakes in administration 
such as all too frequently are found to 
have been made. 
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The first act toward preparation of an 
accounting, whether tentative or finished, 
is examination and study of the agree- 
ment, until its terms are fully under- 
stood and completely in mind. The next 
step is a review of the correspondence 
from the beginning of the trust to date. 
With perfect records this might not be 
necessary, but in practice it unearths the 
explanation for many wrong or merely 
obscure entries. 

By working from the schedule at- 
tached to the agreement and the cash 
and securities ledgers, the various sched- 
ules of the accounting are prepared in 
rough pencil draft, and the resulting 
totals proved with the ledger balances. 
After careful check by one or more ad- 
ditional persons, if a complete account- 
ing is to be prepared the rough draft is 
copied by typewriter on legal size paper. 
It is important to make as many carbon 
copies as will be required so that one 
copy can go to each interested party, 
leaving one for the files. After being 
typed, the entire accounting is scrupu- 
lously compared with the original draft 
to eliminate typographical errors. The 
completed accounting is sent to the at- 
torney for the trustee in the trust for 
examination and presentation to the 
court, or, if informal, for preparation of 
the receipt and release. In the latter 
case it is returned to the trustee, to be 
sent with the receipt and release to the 
persons who are to sign. 

In most cases there is free choice of the 
formal method, namely by obtaining a 
judicial decree, or the informal method, 
by written approval of the parties with- 
out court action, of settling the trustee's 
account. Where any doubt exists as to 
the construction of the agreement, or any 
threat of contention on the part of the 
interested parties, the formal method 
should be chosen. Otherwise there should 
be agreement as to method between the 
trustee and the parties, and the trustee 
may explain to them that an informal 
accounting entails less delay and expense, 
and, after ascertaining their wishes, use 


the method they prefer. No fixed rule 
can be laid down as to which form is 
preferable in each type of case without 
examining the particular trust and all its 
circumstances. 

When the case is clearly one for the 
informal method, it is not always neces- 
sary to render even informally a com- 
plete accounting. When the only change 
is the ending of income payments to a 
given beneficiary who at no time has any 
claim on principal, it is often sufficient 
to prepare a statement of the income 
accrued and unpaid, through the date of 
termination of the beneficiary’s interest. 
This statement is attached to the receipt 
and release in lieu of a fuller account- 
ing, and is almost always accepted by 
the persons who are to sign as an ade- 
quate presentation of the facts for the 
purposes of the simple circumstance in- 
volved. 

The form of a final accounting is sub- 
stantially the same as that of an inter- 
mediate accounting as outlined above. 
The schedules are headed and numbered 
in the same manner. Such differences as 
exist are due to the purposes to be ac- 
complished in the given case. For in- 
stance, if the principal assets are to be 
delivered over in kind, the ““D” schedule 
of assets on hand is identical with such 
schedule in an intermediate accounting, 
except that in two right-hand columns 
are given the inventory value and the 
market value, respectively, of each asset. 
An asterisk beside the heading “Market 
Value” refers to a line at the foot read- 
ing: “Market value as of October 18, 
1934” (the date of termination of the 
trust or of rendering the accounting). 
There is also added at the lower left of 
the final page of this schedule a computa 
tion of the increase or decrease. If the 
principal is to be paid over in cash, the 
sales schedule should show the sale of 
all the assets as having taken place, and 
the schedule of assets on hand would 
then consist of one entry only, represent: 
ing the cash proceeds ready for dis- 
tribution. 








The Security of Loans and Discounts 


By Freperick MUELLER, JR. 


This is the third of @ series of twelve articles by Mr. Mueller in which 
he will discuss the various problems involved in the management of the earning 
assets of the bank. The first article appeared in the October issue. New 
subscribers desiring back numbers of this series may obtain: them on applica- 
tion.— EpirTor. 


HE previous article stressed the importance of liquid- 

ity in the normal functioning of the banking process. 
The nature of the liabilities, being substantially de- 
mand, dictates a condition of caution to be observed in 
loaning operations, so that the “cash availability” of out- 
standing credits will always be within realization. 'This 
brings us to the question of how best to secure these loans. 

Loans and discounts may be classified into two divisions. 
They are either secured or they are unsecured. As to the 
unsecured, first, the proposition may be iaid down that, 
given an option, any banker would prefer to have a loan 
secured, rather than to loan unsecured. In other words, 
where a borrower has sufficient credit to borrow without 
security the latter will not be turned down as superfluous, 
just because the credit is ordinarily sound without it. The 
security will be taken in order for the creditor to have that 
extra measure of protection, to guard against any future 
adverse contingencies which might develop. Then there is 
the large class of borrowers who cannot secure the loan with 
the purchases resulting from the loan. Thus a merchandiser 
cannot collateralize a loan with the goods, because he cannot 
at the same time display them for sale and segregate them 
as collateral. Thus unsecured credit may arise for at least 
two reasons: first, because superior credit requires no col- 
lateral; and secondly, because of the impossibility of both 
liquidating the loan and at the same time protecting it with 
the identical goods. 

One point is clear, that no credit of this unsecured char- 
acter is advanced except upon the most rigid investigation 
of the risk. It recommends itself because any credit meas- 
uring up to such a standard must be prime, and among 
such risks losses will be relatively low. It is the type of 
credit which is based in large degree upon those important 
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intangibles of character and ability, which are superior, 
when properly judged, to any type of collateral. In other 
words, the moral responsibility has been investigated, tried 
and found to be not wanting. 

Secured loans and discounts present another question. 
Here there is what may be called the “double incidence” of 
security, the obligor on the one hand and the collateral on 
the other hand. This, from the bankers’ standpoint is 
most desirable, for he has a two-way protection, and, if one 
fails, he can rely upon the other. The difficulty is that a 
loan may be granted on a more liberal basis because of the 
collateral, thereby letting the bars down to less desirable 
moral risks. In addition, the collateral, which causes this 
attitude, and which is depended upon to carry the bulk of 
the security, many times is not investigated thoroughly. 
In other words, the loan may be granted on the basis 
of a credit which has been only superficially investigated. 
In secured loans this is the danger, a dependence upon 
the collateral for an ultimate discharge, with a consequent 
insufficient investigation of the obligor, and a superficial 
check of the collateral, because of the apparent safety of 
this “double incidence” of the total security. 

In order to determine the trend of loaning operations 
the increases shown by the various classifications over the 
seven-year period will be of significance. As already 
noticed in the previous article, one type of loan has 
decreased, but, with this exception, the balance of the classi- 
fications have shown increases. ‘These increases from 1922 
to 1928 are shown in Table 6. 

These figures bring out our earlier observations, that, 
of all the classifications, only one showed an absolute de- 
crease, the others showing increases. It is significant to 
notice that the increase occurred in the order shown in 
Table 7. 

This table indicates the manner of granting bank credit. 
With regard to the first four types, showing the most 
pronounced trends, it is interesting to- note that loans in 
this division were made up of only two classes of securities, 
real estate and stocks and bonds, neither of which is self- 
liquidating over a short period of time. 

The authority under which the real estate loans were 
made is conferred by the National Bank Act as amended: 
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TABLE 6 


PERCENTAGE INCREASE OF LOANS AND DISCOUNTS BY CLASSIFICATIONS 


Per Cent. Increase 


Demand Loans from 1922 to 1928 
Meee oe 52S: Cen CME BA TS ONE AR Ce 32.87 
Secured, Stecks and ends. AT eRe aE S Ee RTM Bey 85.86 
Secured, Merchandise, W arehouse Receipts rena 41.69 

Time Loans 
INC OUNIE EE 6.2, ce eR, ts et Se ee Bim 7.01 
mecured, Stocks and. Bonds. -...........5 05.0 csccs ieee esvencesecses . 66.58 
Secured, Merchandise, Warehouse Receipts.................... *1.79 

Real Estate 
A a fr cc kU ee a aD 84.31 
Other Real Estate.........0000.00.000... bene Sse a scsveven EOUSO 


* Decrease 
TABLE 7 
ORDER OF INCREASE OF LOANS AND DISCOUNTS 


Per Cent. Increase 





Loans from 1922 to 1928 
Secured by Other Real Estate.......................... nsqeoceece amie 
Demand, Secured by Stocks and Bonds...... ak ..... 85.86 
Cia We RE I sca ti es Rn GLUE Gis oaen 84.31 
Time, Secured by Stocks and Souda TROT . 66.58 
Demand, Secured by Warehouse Receipts................ 41.69 
Pemardl.. Co RGCCUION. «5.5 55nd. ce ceesens ee OE a7 32.87 
Time, Unsecured.............:..-..+: oe . Fei 
Time, Secured by W evehiene Receipts Ca Cri Te See ; Sie 

* Decrease 


Any National Banking Association may make loans secured by first 
lien upon improved real estate, including improved farm land, situated 
within its Federal Reserve District or within a radius of one hundred 
miles of the place in which such bank is located, irrespective of district 
lines. 2 


The reason for this privilege may be rather certainly 
conjectured. In spite of the lack of authority to loan: on 
real estate, this practice had been growing over the past 
seven years, and this amendment in 1927 only recognized 
a growing practice. The chief interest, however, lies in the 
type of loan represented and its significance. “Other real 
estate” has the most pronounced trend of any of the classi- 
fications over this period. Where the funds ultimately were 





1National Bank Act as Amended 1927, Par. 205, Sec. 24. 





THE BANKERS MAGAZINE 


lodged cannot be determined, but it is safe to assume that, 
even though this security was only pledged to insure the 
repayment of a loan, much of it actually was turned into 
fixed assets, and that the banks were in reality financing 
fixed capital projects. 

Still another important consideration in considering the 
trend of bank credit is that, except for real estate, the 
trends which show the strongest increases are loans against 
stocks and bonds. The trend in both the secured and unse- 
cured loans in this class have shown a distinct upward 
movement. As noticed in the previous chapter, banks were 
justifying credit extensions on the theory of “shiftability,” 
and the trend in loans and discounts secured by stocks and 
bonds cannot but be viewed as a substantiation of that 
observation. It is impossible to tell for the system as a 
whole what portion of the funds was advanced to buy 
these securities, and how much was merely collateralized 
by them, the funds being used for short term purposes. 
It is obvious, however, and worthy of note that the loans 
and discounts, especially those secured by stocks and bonds, 
have no doubt furnished a large amount of fixed capital, 
and, as a matter of fact, should not be classed as true loans 
and discounts, inasmuch as that part of the advances which 
have been turned into fixed capital do not represent short 
time or commercial credit. 

The last four classifications indicate that the banks were 
insisting more and more upon security for loans, for, in the 
latter half, we find both unsecured demand and time loans, 
which have shown only a moderate upward movement. 
This tendency would seem to indicate that the banks were 
depending more upon the security to liquidate the loans 
than they were on the management of the various businesses. 
There is no harm in this practice, but it does indicate the 
dependence which banks were placing on the security and 
other markets to absorb that part of the collateral necessary 
to liquidate the loans. 

A more vivid view of the loans and discounts changes may 
be observed, if we group all of the principal items together 
on the basis of collateral, excluding the time element. 
There is an important distinction between demand and 
time loans. However, interest is centered at the moment 
in finding out how the trend of commitments and the bank’s 
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dependence on collateral appeared over this period. Conse- 


quently the time element has been eliminated and the paper 
classed under its appropriate head. 


TABLE 8 


CLASSIFICATION OF LOANS AND DISCOUNTS BY SECURITY 
(millions ) 


Secured by Secured by Mer- 
One or More chandise, Ware- 
Firm Names Secured by Stocks house Receipts, 

or Individuals and Bonds etc. 


[te Mee ee, Ra Mie Ben $6,475.00 $2,907.00 $1,383.00 


MN EE Cet tee oe A 7,098.00 5,113.00 1,476.00 
Per Cent. Increase 75.92 6.66 


This indicates the bankers’ appraisal of what afforded 
the best collateral for loans. Among the most secure and 
liquid loans are those collateralized by warehouse receipts, 
merchandise, ete. Still the growth in these has been at the 
smallest rate of any of the three classes. Furthermore, the 
once important factor of the character of the management 
appears to be receiving less consideration than other factors, 
for the increase in the unsecured is not as pronounced as 
in the secured class. Finally, the amount of credit advanced 
against stock and bonds has had the most decided increase 
of any of the three groups. The change in this group is 
almost revolutionary. The security of the loan, of course, 
depends upon such qualitative factors as the amount, the 
purpose to which the proceeds have been put, the stability 
of the markets depended upon to liquidate the loan in 
case the borrower defaults, and others. The attitude of the 
bankers, however, over this period, was one seeking protec- 
tion in the form of collateral in an increasing degree, 
and a partiality towards stocks and bonds as security. 

We have determined the rate at which the various classi- 
fications were growing. At the same time, total loans and 
discounts were growing, and it will be fruitful to observe 
what proportion of these three classifications (omitting the 
time element) each bore to the total. 

The following classification includes over 90 per cent. of 
the total loans and discounts, and any changes therefore in 
the proportions will involve tremendous sums, and be of far- 
reaching importance. Changes, of course, have arisen 
because of an altered demand. To determine what factors 












THE BANKERS MAGAZINE 


have altered the demands is not within the scope of this 
present work, but it is significant to notice that the demand 
has altered, leaving a distribution of loans and discounts in 
1928 at considerable variance with the beginning of the 
period. 


TABLE 9 








PROPORTION OF GROUPS BY SECURITY TO TOTAL LOANS AND DISCOUNTS 


Percentage 
+ Increase, 


1922 1928 —Decrease 
Secured by One or More Firm 
Names or Individuals................ . 57.52% 46.83% —10.69 
Secured by Stocks and Bonds............ 25.82 33.74 + 7.92 
Secured by Merchandise, Warehouse 
ECENNS, ClC: 3255... lcs mys 12.28 9.73 — 2.55 





























Our attention is directed to the proportional changes. 
The smallest change which has occurred has been in those 
loans secured by merchandise and warehouse receipts. 
As earlier pointed out, this item represents highly liquid 
and desirable paper. It would be wise for a bank to 
increase its commitments in this type, not only on account 
of its liquidity, but also because of the rigid safeguard 
constructed around it to insure its security.” As a matter 
of fact, we find that in the early part of this period only 
about one-eighth of the outstanding loans were in this type 
of paper, which appears to be a low figure, but over the 
intervening years this type has diminished 2.55 per cent. 
and has become less than one-tenth of the total. The mere 
decrease in this item does not presage declining liquidity 
for the banks, but it is an important change to find such a 
liquid type of short credit declining. 

Another type of loan which depends heavily upon 
management and skill is the loan unsecured save for the 
responsibility of the maker, whether it be an individual 
or a corporation. Many loans, of course, do not give rise 
to collateral which can be pledged. ‘Thus a merchant 
borrowing to make inventory purchases cannot pledge his 
goods and at the same time display them for sale. Even 
though collateral may be desired, it is sometimes not obtain- 
able, and the banker is forced to rely upon 


Phillips, Bank Credit, pp. 226-229. 
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the intangible elements of credit—good character and proven capacity— 
which are absolutely essential to borrowing power. . . .? 


Such a type of advancement indicates a high degree 
of confidence in the obligor, to such an extent that no 
security other than the integrity of the borrower is required. 
At the beginning of the period, these loans represented 
57.52 per cent. of the total loans and discounts outstanding. 
The banks, as a whole, were willing to extend over half 
of their advances on the basis of the prime elements of 
credit. During the period, however, these loans declined 
10.69 per cent. so that in 1928 they stood at only 46.83 per 
cent. of the total. This does not necessarily have to be 
construed as the bank’s unwillingness to extend unsecured 
credit, as it may indicate a subsiding demand for this type. 
Nevertheless, it must be assumed, generally speaking, that 
unsecured paper requires a better credit risk than does 
secured paper. Banks are seeking the best credit risks 
obtainable, and, when a decline appears, as is indicated in 
the period under consideration, we may assume that the 
banks are loaning proportionally less to the best risks than 
before. 

Those loans secured by stocks and bonds are the only 
classification to rise. As indicated before, loans and dis- 
counts of this type rose 75.92 per cent. in the seven years 
under consideration (Table 8), or more than eight times 
as rapidly as the next nearest type. In this classification, 
based on security, we find that the proportional increase 
has been 7.92 per cent., increasing the proportion from 
about 25 per cent. of the total loans and discounts in 1922 
to over 33 1/3 per cent. in 1928. Such an increase empha- 
sizes our previous comment that the banks were placing 
increasing dependence on secured loans and that the col- 
lateral most frequently used was stocks and bonds. It is 
impossible to tell how many of these loans were unsecured 
in 1922, and, though being the same type of loan in 1928, 
were collateralized because of the bank’s request. In other 
words, although the loans secured by stocks and bonds had 
had a tremendous rise during this period, it does not follow 
that that increase represents new obligors. The collateral 
loans may very well represent credit which previously would 


*Rodkey, The Banking Process, p. 217. 








THE BANKERS MAGAZINE 


have been classified as unsecured paper, but, due to contrib- 
uting factors, is now secured. Although this possibility 
may help to explain the rise in loans secured by stocks and 
bonds, it does not relieve us from the conclusion that col- 
lateral was requested as a protection to the bank, and 
that the latter was considering the security markets as a 
protection in an increasing degree. In the last analysis 
the protection will depend upon the markets. 

The proceeds of liquidated collateral, where not sufficient 
to cover the loan, do not necessarily mean an ultimate and 
complete loss. The obligor is still liable for any deficiency; 
nevertheless, general conditions which violently disturb the 
security markets are usually the result of depressed business 
conditions. When this occurs, the ultimate responsibility of 
the obligor may be questionable. 


A loan of this nature may become frozen when the security 
markets collapse and the securities pledged are no longer an adequate 
support for the loan made on them, wnless the borrower possesses 
ample reserve assets available for the repayment of the loan.‘ 


In collateralizing loans, bankers have sought to give 
themselves two securities: First, their primary dependence 
is upon the collateral, the sale of which, even in an irregular 
or fluctuating market, will usually net sufficient funds to 
pay off the loan, on account of the cushion originally 
allowed between the amount of the loan and the usual price 
of the securities. Secondly, any deficiency may be demanded 
of the obligor, which assumes that he has other assets with 
which he can pay off the balance. The inference is that 
complete protection lies not in the collateral itself, for 
declining markets may eradicate sufficient of its value so 
that it will not repay the loan, but in the other assets of the 
obligor which he may be willing and able to convert into 
‘ash to reimburse the bank. Although collateral is assumed 
to be the primary protection, the dispatch with which a 
banker may act is limited, and the partial protection may 
have to be offset by other resources of the borrower. 

The danger in financing fixed capital with bank credit 
is that it may be impossible to liquidate long time commit- 
ments, or, that the borrower may be so hard pressed that 





*Wall and Dunning, Ratio Analysis of Financial Statements, p. 77 (italics 
mine). 
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to call a loan may mean ruination for his business as a 
going concern. A banker is always desirous of knowing 
where the funds borrowed are to be placed. No doubt a 
borrower who specifically indicates his intention of placing 
the funds in a new building or other capital asset will not 
receive accommodation by the loaning officer. On the other 
hand, a borrower who wishes to finance a shipment against 
a bill of lading will in most cases be granted the loan. 
In between these two extremities are all gradations of uses 
to which bank credit is committed. 

It is not to be supposed for a moment that all demand 
loans, though so classed, may be liquidated upon demand. 
Moulton’s investigation of the extent to which loans are 
renewed is enlightening as to the dependence to be placed 
upon them for an inflow of cash. Even in the large com- 
mercial centers, where a greater diversification of credit 
risks is available, the practice of renewing has become 
important. 


Even in commercial centers renewals of commercial loans are 
very common, if not indeed the rule. Well informed bankers have 
estimated that at least 40 to 50 per cent. of unsecured loans in the 
large cities are renewed at maturity... .° 


Where such renewal is necessary we can conclude that 
the loan is indispensable, or it would be paid, eliminating 
expense. Such a need permanently to use bank credit 
indicates that there is not sufficient capital for the business, 
and that, although the bank credit advanced may be work- 
ing capital, it has become fived working capital. The with- 
drawal of these funds would just as severely injure the 
business as a going concern as would the sale of a capital 
asset in order to recover funds with which to pay off the 
obligation. Fixed capital, if advanced by the banks at all, 
should be in items over which the bank has immediate 
control and which may be liquidated at its discretion. 

The trend of bank loans should call for careful con- 
sideration. Besides considering the general classification 
of security for a loan, it is necessary to diversify properly. 
This will serve to reduce the risk assumed in any particular 
group of commodities, obligors or businesses. Many banks 
are known as “manufacturing” banks, others as “railroad” 


5Moulton, Commercial Banks and Capital Formation, p. 707. 
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banks and others as “bankers’”’ banks, thus denoting them 
as being specialists in this type of bank credit extension. 
A bank situated in a large money center may assume such 
a clientele, but for the ordinary bank in a city of moderate 
population or in a farming community such specialization, 
while possible, is dangerous. A small community bank 
may become a specialist in loaning on farm paper, but the 
danger lies in the fact that this paper is all local, and what 
will adversely affect one debtor will affect another. With 
a large commercial bank in a money center such is not true, 
for a “railroad” bank will not be noticeably affected by a 
local disturbance on a single line. There is the danger 
however, that, if a general catastrophe affects all the rail- 
roads (a danger ordinarily remote), the bank will also feel 
it as severely as the small community bank specializing in 
farm paper and suffering a local maladjustment of trade. 
Thus, where one bank may specialize, another may not, 
and the trend of loans and discounts should be studied to 
make certain no single borrower or class of borrowers is 
dictating the credit policy of the bank. 

As desirable as diversification of bank loans may be, it 
is difficult in some cases for a bank properly to follow this 
policy. Particularly is this true of banks located in small 
communities, and in centers where industry is highly special- 
ized. There is always the danger of a small rural bank’s 
advancing too much credit for agricultural capital purposes, 
and, although such loans must not exceed “. . . 25 per 
centum of the amount of capital stock of such association 
...® still this limit, together with other agricultural paper 
for seed and implements, places the bank in a very pre- 
carious position. The same situation may very easily prevail 
in a manufacturing center. Banks in these situations in 
order properly to diversify their loan accounts must go 
beyond their own trade areas and seek paper of different 
types of risks by the purchase of commercial paper or 
bankers’ acceptances. In such manner a natural dearth 
of diversified risks may be overcome. 

Loans and discounts have correctly been considered the 
chief earning asset of a bank. They have been the classical 
illustration of proper bank credit advances, because of their 
short maturity and the purposes for which the credit is 


*National Bank, Act, Par. 205, Sec. 24. 
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generally used. Over the ten years from 1922 to 1931, we 
have noticed that this type of asset, while it has increased 
absolutely, has decreased proportionally at the average rate 
of 8.14 per cent. This indicates that the banker has looked 
elsewhere for the profitable employment of his funds, and 
has been forced to try less seasoned fields in order to 
operate profitably. At the same time he must assume risks 
to which he otherwise would not be subjected, those risks 
of loss incident to any new project which must yet justify 
itself for a new purpose. 

In extending a loan, the banker must make at least two 
inquiries, and satisfy himself from a consideration of all 
the contributing factors. First, is the business sound at 
the time of application for the loan; and, secondly, will it 
be sufficiently liquid at the maturity of the note, in order 
to repay, thus insuring a steady inflow of cash? The answer 
is not contained in a single factor, but in an appraisal of 
all of the surrounding factors; and losses will be diminished 
by exercising the caution of foresight. 

Our study of the diversification of loans and discounts 
is necessarily limited. The period for which figures are 

railable does not cover the full period under review. 
However, subject to this limitation, we have seen a most 
important change develop in these items over the seven- 
year period. Loans secured by individual credit only and 
by warehouse receipts showed a proportional decrease, 
most marked in the first instance. On the other hand, 
loans made upon stocks and bonds as collateral increased 
in a most impressive degree. The trend has evidently been 
away from unsecured paper, and toward a greater depend- 
ence placed upon stocks and bonds as security, rather than 
upon the skill and management of the obligor. Such a 
trend displays an increasing amount of dependence upon 
security markets, but opens the way for increasing losses, 
in case the theory of shiftability fails to justify itself. 
Loans against securities could prove to be highly dangerous. 

The factor of diversification has been mentioned, not 
only as a factor of safety in loaning funds, but also to 
reduce the probability of losses. Divisions and subdivisions 
may be created ad infinitum. In attempting diversifica- 
tions through the purchase of commercial paper, a diversi- 
fication as to obligor is most patent. If one were to buy 
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automobile paper, all funds could be committed to one 
manufacturer. But also this dependence could be mini- 
mized if the same amount were distributed between two 
or more automobile makers. The same is true in the 
purchase of textile paper, steel paper, etc. But herein lies 
the practical question, and that is the limitation of human 
knowledge and skill. It is one thing for a bank with a 
specialized personnel to undertake such diversification. But 
‘an the small banker do so as effectively? Will not the 
small banker be called upon to operate so extensively in order 
to spread his risks that he will watch his known tisks less 
intensively? It is unquestionably better practise to loan 
properly, though intensively, in a known field, than to loan 
extensively in fields foreign to knowledge and experience. 
The question of diversification then becomes subjective, 
and can be answered only by each individual. The prin- 
ciples of diversification however are not nullified by these 
qualifications. The limitations are not of principle, but of 
practice; and practice is limited only to those individuals 
who have neither the experience nor the time properly to 
apply the principles. Proper diversification, then, lies 
somewhere between an intensive and extensive pursuit of 
loaning policies. 

As has been previously stated, unsecured loans, depend- 
ent only upon the credit of the obligor, have shown a 
marked tendency toward a decrease over the period for 
which figures were available. Preference for security 
evidenced itself most noticeably in the rise of stocks and 
bonds as collateral. Again the banking fraternity was 
placing its dependence upon the public markets, upon the 
theory of shiftability. The usual lack of diligent evaluation 
of the collateral left them with probably a smaller propor- 
tion of meritorious loans than if they had been unsecured. 
The emphasis was being placed upon the security in prefer- 
ence to the obligor. 

The motive for desiring security is_to insure a proper 
and timely discharge of the obligation of the debtor. The 
debtor rather than the collateral is looked to in the first 
instance, but, in case the obligor cannot meet the liability, 
resort is had to the security. It is then that the test is 
met as to whether the collateral will give the measure of 
protection originally assumed. Unless the collateral has 
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been originally thoroughly investigated, with periodic check- 
ups, the security may fall far short of its purpose. In the 
last analysis, the security for a loan is no better as a protec- 
tion for the bank than the dependability which can be 
placed upon it to discharge the obligation it is protecting. 
Only by subjecting it to as minute scrutiny as the obligor 
should be subjected to can any reliance be placed upon it. 


k ee 


Merchants Coffee House, New York, in 1784. Here the Bank of New York and 
Trust Company had its beginning as the Bank of New York. 





Refinancing of Farm Mortgages 


A Survey of the Work Being Done by the Federal Land Banks 


By Epwy B. ReEip 


bankers in eight states have en- 

tered into arrangements with the 
Federal Land banks to refinance at least 
a part of the farm mortgages held in 
closed or restricted banks, and in some 
states this activity is extended to all 
banks. A few months ago Henry Mor- 
genthau, Jr., as governor of the Farm 
Credit Administration, stated that co- 
operation of this kind would be in full 
swing in at least one state in each Fed- 
eral Land bank district before Janu- 
ary l. 

He had three things in mind in start- 
ing this co-operative effort: to refinance 
farmers, place money in the hands of 
depositors in closed or restricted banks 
and aid restricted banks to remove re- 
strictions as quickly as possible. 

Although an intensive effort has been 
made in eight states, bankers everywhere 
have been made acquainted with the 
possibility of refinancing first and second 
mortgages through the Federal Land 
banks, where the security offered is ade- 
quate. 

No estimate is available as to what 
part of the $48,000,000 which the Land 
banks loaned between May 12, when 
the Farm Credit Administration was or- 
ganized, and October 21, was used to re- 
finance farm mortgages held by banks, 
but there is every reason to believe that 
a large percentage of the farmers obtain- 
ing such loans were indebted to local 
banks. Not all of the debts had been 
secured by first or second mortgages; 
many of them were secured by chattels, 
while still others were unsecured. 

There can be no doubt that the Fed- 
eral Land banks have an opportunity to 
be of very great service to banks at the 
same time they are refinancing farmers, 
for approximately 10 per cent. of the 
total farm mortgage debt now amount- 
648 
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ing to around $9,000,000,000 is held by 
commercial banks. There is now about 
$2,000,000,000 of deposits in closed 
banks, and in those institutions located 
in the small towns undoubtedly a liberal 
proportion of the frozen assets represent 
farmers’ debts. 


BASIS OF FEDERAL LAND BANK LOANS 


The basis upon which Federal Land 
banks make loans is well known to most 
bankers, but a restatement here of some 
of the limitations may prove worth 
while. They may lend up to 50 per 
cent. of the appraised, normal value of 
the land plus 20 per cent. of the perma- 
nent, insured improvements. The maxi- 
mum amount which may be loaned is 
$50,000, but preference is given to loans 
of less than $10,000. The purposes for 
which loans may be made include the 
purchase of land for agricultural uses, 
the purchase of equipment, fertilizers 
and livestock and the erection of build- 
ings and improvement of the farm land. 

The last Congress added that these 
banks may lend to provide the owner of 
the land mortgaged with funds for gen- 
eral agricultural uses.. ‘The further pro- 
vision permitting loans to liquidate in- 
debtedness of the owner of the land 
mortgaged, incurred for agricultural 
purposes or incurred to January 1, 1933, 
permits the making of loans to refinance 
many of the debts which farmers owe to 
local banks. 

To extend the service which the Fed- 
eral Land banks may render Congress 
gave them authority to make loans di- 
rectly to farmers, where national farm 
loan associations do not exist through 
which applications may be made. Such 
borrowers are required to purchase the 
stock in the bank to the extent of 5 per 
cent. of their loans, just as they would 
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purchase stock from the association if 
they borrowed through it. Later, if ten 
or more borrowers in a locality have ob- 
tained loans directly from the bank 
amounting to $20,000, they may, with 
the consent of the Land Bank Commis- 
sioner, form a national farm loan asso- 
ciation, and the stock in the bank will 
be exchanged for stock in the associa- 
tion. Loans made directly by the bank 
bear one-half of 1 per cent. more in- 
terest than those made through associa- 
tions. Loans made through national 
farm loan associations between now and 
May 12, 1935, will bear only 414 per 
cent. interest for the five-year period 
which ends July 12, 1938. No pay- 
ment on the principal of such loans will 


to refinance many of these supplemental 
loans would have to be made. It there- 
fore made available a fund of $200,- 
000,000 to be loaned by the Land Bank 
Commissioner, an officer of the Farm 
Credit Administration, largely upon the 
security of second mortgages on farms. 
These two loans are being handled by 
the Federal Land banks 

Thus there is a marked distinction be- 
tween the two loans. The Land banks 
secure most of their funds to loan from 
the sale of their bonds, which have 
found ready purchase and which have 
withstood the gyrations of the market in 
recent years, fluctuating in consonance 
with securities of the Federal Govern- 
ment. The Commissioner's fund, of 








“There can be no doubt that the Federal Land banks have 


an opportunity to be of very great service to banks at the same 
time they are refinancing farmers, for approximately 10 per 
cent. of the total farm mortgage debt now amounting to around 
$9,000,000,000 is held by commercial banks. There is now about 
$2,000,000,000 of deposits in closed banks, and in those institu- 
tions located in the small towns undoubtedly a liberal proportion 


of the frozen assets represent farmers’ debts.” 


be required by the Federal Land Bank 
for the five-year period, if the borrower 
is not in default as to any other pro- 
vision of his mortgage. Thus, Congress 
provided a source of long term loans on 
the security of first mortgages on farms 
bearing an unusually low rate of in- 
terest and making it possible for the bor- 
rowers, both old and new, to forego pay- 
ments on the principal for a five-year 
period. 

Congress appreciated the acuteness of 
the farm mortgage situation, for it did 
not stop with making it possible for the 
land banks to grant special terms on their 
loans by authorizing the Secretary of the 
Treasury to subscribe to the capital stock 
of these banks and to their reserves. It 
appreciated that many mortgages had 
been placed on farms during the period 
when land prices were inflated and that 


course, is an appropriation by the United 
States Treasury. At first the Land Bank 
Commissioner appointed an agent in 
each Federal Land bank to represent 
him, and the Land bank was to co- 
operate with this agent in making these 
loans. In a short time it developed that 
a better way to handle this mattér was to 
hold the board of directors of the Fed- 
eral Land Bank responsible for the mak- 
ing of Commissioner’s loans as well as 
the Land bank loans. The Commis- 
sioner’s agent was retained as an officer 
in the Federal Land Bank and usually 
was made a member of the loan com- 
mittee. This speeded up materially the 
handling of applications. 

Formerly two applications were neces- 
sary to get the two loans; now only one 
application is made, and the farmer does 
not designate whether he wishes a Land 
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bank loan or a Commissioner’s loan. 
That usually is decided for him by the 
loan committee of the bank 


INCREASE IN APPLICATIONS FOR LOANS 


When the Farm Credit Administra- 
tion was organized in May the whole 
Federal Land Bank system had only 212 
appraisers—a mere skeleton upon which 
to build a system to handle a large vol- 
ume of applications. Requests for loans 
poured into the banks at an unprece- 
dented rate. Early in Octobers they had 
applications for loans amounting to 
nearly $1,000,000,000. To handle this 
great volume it was necessary to increase 
as rapidly as possible the appraisal force. 
It was no small task to train and put in 
the field by early October more than 
2800 appraisers and at the same time 
have in training 2300 additional ones. 

Old, tried appraisers with records of 
safe appraising over a series of years 
were used in training recruits. Prospec- 
tive appraisers were handpicked and, 
after attending a school for appraisers, 
were started at work in the field, but 
their appraisals were not accepted by 
the loan committee until they had proved 
their ability. Their appraisals were 
checked by field men and by reviewing 
appraisers. In addition, the Farm Credit 
Administration put into the field a num- 
ber of experts, men who had spent their 
lives in appraising farm properties. These 
men checked the appraisals independ- 
ently. 

When Congress passed the Emergency 
Farm Mortgage Act, it amended the old 
Farm Loan Act by inserting the word 
“normal” in the limitation as to the 
amount of money which could be loaned 
on the land. This gave the Land banks 
a very definite guide as a principal fac- 
tor in making appraisals. 

In the Agricultural Adjustment Act, 
passed by Congress as a part of the same 
bill that included the Farm Credit Act, 
it was indicated that the years 1909-1914 
inclusive were the years of normal price 
relations as between farm crops and con- 
sumers’ goods. The average price of 


farm commodities, with some exceptions, 
during the five-year period is applied to 
the average production of a farm over a 
series of years in an effort to ascertain 
the normal income which may be ex- 
pected from the property. This rule, 
however, must be applied with due con- 
sideration of the variation of commodity 
prices in different communities. Com- 
modity prices, of course, are not the 
only yardstick applied to farm land 
values. A long list of factors is con- 
sidered: taxes, condition of the soil, 
drainage, overflow, erosion, pasture, 
water supply, roads, markets, trans- 
portation facilities and the community. 

In applying normal commodity prices 
to the production of the farm, inflation 
values as well as depression values are 
being avoided. The loan is made for 
the period of the active lifetime of the 
average farmer, and the Land banks must 
place a value on the property which will 
at no time in the swing of farm real 
estate prices represent an excessive pro- 
portion of the current selling price of 
the farm. 

In the appraising of the improvements 
on the farm, meaning primarily! the 
buildings, the appraiser has in mind the 
value of those buildings to the individ- 
ual farm. If the farmer has overbuilt or 
if the farm has been the plaything of 
some individual who has taken pleasure 
and pride in erecting buildings which 
would be a liability to an owner, those 
buildings are appraised only upon the 
basis of what is necessary to the farm. 
Of course the type of farming carried on 
has a good deal to do with the kind of 


buildings which are necessary. 
MAXIMUM TO ANY ONE FARMER 


Although the Land Bank Commis- 
sioner makes most ‘of his loans on the 
security of second mortgages on farms, 
he may also take first mortgages, and in 
some instances he loans on personal prop- 
erty such as chattels or livestock and 
implements and even growing crops. He 
may loan to refinance any indebtedness 
secured or unsecured of the farmer, to 
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provide working capital for farm opera- 
tions and to provide funds to enable any 
farmer to reacquire farm _ property 
owned by him before foreclosure which 
has been foreclosed at any time after 
July 1, 1931. The maximum amount 
which the Commissioner can loan to any 
one farmer is $5000, but there is an- 
other limitation: his loan, when added 
to all prior indebtedness against the 
property taken as_ security, must 
not exceed three-fourths of the 
appraised value of the property. This 
means, of course, that when the farmer 
is refinanced with a Commissioner’s loan 
he must have an equity in the property 
of at least 25 per cent. If a farmer ob- 
tained a loan from the Federal Land 
Bank representing 50 per cent. of the 
appraised normal value of his property 
and a loan from the Land Bank Commis- 
sioner representing 25 per cent., that 
would be the total debt which could 
be outstanding against such property. 
Where there is a greater debt, the 
farmer's creditors must scale down their 
loans to this amount or the property 
cannot be refinanced. Many creditors 
prefer to scale down the debt to con- 
tinuing to hold the farmer’s notes; others 
are not willing to make concessions, be- 
lieving that farm real estate prices are 
going to rise, that farm commodity 
prices will advance and that farmers 
generally will be in a better position to 
pay their debts. 


The Farm Credit Administration or 
the Federal Land banks take no part in 
the composition of farmers’ debts other 
than to make a statement to the farmer 
of the amount which may be loaned. 

In 1932 the Federal Land banks loaned 
about $27,000,000. Early in October 
the volume of loans had been stepped up 
to approximately $1,250,000 a day, and 
it was anticipated that this amount would 
be increased materially in the near fu- 
ture. The number of applications being 
handled was greater than the number 
received, the volume af applications 
therefore was being cut down and the 
back-log was expected to be reduced to 
very small proportions by the first of 
December. 

The appraisal force by early October 
had been increased to more than ten 
times what it was in May. Appraisers 
had been assigned to definite localities 
and offices opened to expedite the han- 
dling of applications. By appointment 
of attorneys to examine titles to land 
offered as security for loans, in some 
territories approved abstracts are being 
forwarded to the bank with applications. 
With all this increased activity the per- 
sonnel has been carefully chosen and 
trained with the view not only of han- 
dling applications expeditiously, but in 
accordance with the provisions laid down 
by Congress and the rules and regula- 
tions promulgated by the Farm Credit 
Administration. 





“Behind every good loan there must ultimately be property, 
tangible and convertible into money without great cost and undue 


delay. 


It is not enough that there be stock—it must be salable 


and seasonable and of such nature as to help, not hinder, the 


business. 


The kind is as essential as the degree. 
that there be book accounts—they must be collectible. 


It is not enough 
Many a 


man has failed with a fortune on his books.”—William H. Kniffin: 


The Practical Work of a Bank. 


"The Baiiking Act of 1933 which 


precludes the payment of interest— 
The Insurance of Deposits— 


The NRA Code of Fair Practice 
which places all competing banks 
on an even basis with respect to 


terms— 


These are factors which may affect 


current practice, but they cannot 
offset the advantages of doing busi- 
ness with an. institution of the 
proven strength, experience, and 


reputation for fair dealing of 
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The Securities Act of 1933 


By Dr. JAMEs M. LANDIS 


Member Federal Trade Commission 


As THE BANKERS MAGAZINE has published a number of criticisms of the Federal 
Securities Act it seems only fair that the opposite viewpoint should be set forth for 
our readers. The following article is based on an address made by the author, who 
was recently appointed a member of the Federal Trade Commission, which administers 


the act.—EpDITor. 


ISCONCEPTIONS about . the 
M Securities Act and its effects 
seem to abound. Like the pas- 
sions aroused by some of our causes 
celebres in this country, the Securities 
Act is tending to divide its opponents 
and adherents into separate camps. 
Studied and colorless consideration of 
the nature of the act and the character 
of its effects has, in the main, been lack- 
ing. Such intemperate attitudes to. this 
most complex problem of the control of 
corporate financing are nothing short of 
a tragedy. And, if the issue develops, 
as it now threatens to develop, into one 
of the public against the bankers, in- 
stead of that of a consideration of the 
best interests of the public—a concept 
which still includes the banking group— 
what legislation will evolve out of such 
an emotional tempest is certain to be 
both unwise and impractical. 

This attitude that now threatens is so 
different from that which prevailed at 
the time of the birth and passage of the 
Securities Act. The President’s message 
calling for Federal security legislation 
and outlining the basic principles that 
should be embodied in such legislation 
has yet to find any critic. No opposition 
to the President’s aims was voiced at the 
hearings on the bill, which were wholly 
devoid of any sensationalism. Some five 
weeks of what might properly be termed 
unremitting labor by a subcommittee of 
the House were spent in working over 
the details of the legislation before the 
bill emerged from committee.. With one 
exception, its passage through the House 
as well as the passage of the companion 
bill through the Senate evoked no dra- 
matic speeches, no threat of retaliation 


against a class. No member of. either 
House at any time voted against the pas- 
sage of the bill, nor took occasion to 
criticize any provision that the bill .con- 
tained. Those who had the opportunity 
to watch the progress of this bill at close 
range could not fail to be impressed with 
the earnestness, sincerity and competence 
of those members of the House and of 
the Senate who had the bill in charge. 
I cite these facts merely as illustrative 
of a Congress with its emotions un- 
aroused, but deeply conscious of the 
evils which unrestrained exploitation of 
our capital resources had brought into 
existence. 

It is customary for some critics to re- 
gard the act as the product of a single 
session of Congress, to attribute its au- 
thorship to individuals, to think of it as 
new and hastily drawn legislation. 
Nothing is further from the facts. The 
experience of many years and of many 
nations is epitomized in the provisions of 
the Securities Act. Many of its fea- 
tures, with variations suitable to the form 
of financing in this country and to the 
constitutional limitations upon Federal 
power, have been drawn from the Eng- 
lish Companies Act, which represents 
the culmination of almost a hundred 
years of struggling with this problem 
abroad. Since 1911 most of our forty- 
eight states have been developing forms 
of security legislation, and much of the 
experience of these states has gone into 
the Federal act. More specifically, the 
work of the Capital Issues Committee 
during the War led to the introduction 
of a bill in Congress, known as the Tay- 
lor Bill, whose basic outlines were essen- 
tially similar to those of the Securities 
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Act. Later the Denison Bill, devised 
primarily to make state security regula- 
tion more effective, actually passed the 
House, but failed of action in the Sen- 
ate. In other words, the Securities Act 
embodied little that was novel in con- 
ception, nor did it emanate from a Con- 
gress that for the first time had been 
called upon to consider the problem of 
security regulation. 


THE PROBLEM OF CIVIL LIABILITY 


What liability there exists for damages 
for violation of the act comes as a result 
of the provisions embodied in Sections 
11 and 12, but I intend to limit myself 
merely to a discussion of Section 11, the 
section that imposes liabilities conse- 
quent upon misstatements in a registra- 
tion statement. 

The suggestion has been made on oc- 
casion that civil liabilities arise also from 
a violation of Section 17, the first sub- 
section of which makes unlawful the 
circulation of falsehoods and untruths in 
connection with the sale of a security in 
interstate commerce or through the mails. 
But a reading of this section in the light 
of the entire act leaves no doubt but 
that violations of its provisions give rise 
only to a liability to be restrained by 
injunctive action or, if wilfully done, to 
a liability to be punished criminally. 
That such a conclusion alone is justifi- 
ably to be drawn from its provisions is a 
matter upon which the commission has 
already made a pronouncement. 

Turning now to Section 11—the sec- 
tion from which liability arises as a re- 
sult of misstatements in the registration 
statement—it is worth our while care- 
fully to analyze its content from several 
angles: (1) the persons upon whom it 
imposes liability; (2) the standards of 
conduct that it insists these persons shall 
observe in order to be immune from 
liability; (3) the damages that flow from 
a violation of its provisions. 

Broadly speaking, the persons upon 
whom liability may be imposed can be 
divided into five groups: (1) the issuer; 
(2) the directors of the company, 
whether or not they have signed the 


registration statement; (3) the chief ofh- 
cials of the company; (4) experts, such 
as accountants, engineers, appraisers and 
any person whose profession gives au- 
thority to a statement made by him—a 
phrase which, as a matter of pride for 
the profession, would, I hope, include 
the lawyer; and (5) the underwriters of 
the issue, remembering always that the 
legal and not the dictionary meaning of 
that term is involved. Though all these 
persons may be liable for misstatements 
in a registration statement, it is utterly 
erroneous to assume that because there 
is a misstatement all these groups of 
persons are liable. To make that 
apothegm clear it becomes necessary to 
examine the standards of conduct re- 
quired to be observed by these groups of 
persons. 

An understanding of that standard 
seems to me essential to a clear picture 
of this liability. It must be understood 
from three standpoints, or, in other 
words, three questions must separately be 
asked. The first is this: Was there the 
required misstatement or the required 
omission? No difficulty is raised in de- 
termining whether or not a misstatement 
has been made, but the requirements of 
the act relative to omissions have been 
the source of much—I am tempted to 
say—ingenious confusion. Omissions in 
order to be a ground for liability must, 
in the language of the statute, be omis- 
sions to state facts required to be stated 
in the registration statement or necessary 
to make the statements in the registra’ 
tion statement not misleading. In non- 
technical language, this, as the history 
of the act amply demonstrates, means 
simply that a half-truth is an untruth, 
a fact that Congress, in its wisdom and 
with some experience in such matters, 
thought best to put beyond the power 
of sophist lawyers and judges to dispute. 
It is impossible, especially in the light of 
the Federal Trade Commission’s exposi- 
tion of this matter, to interpret this lan- 
guage to require an issuer at the peril 
of liability to state every fact which may 
be relevant to gauging the value of a 
security. 

Cases of this character have commonly 
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been put to develop the supposed dan- 
gers of that phraseology. Suppose that 
those associated with an issue are aware 
of a competitive process in the same 
field of manufacture as that of the issuer, 
but at the time reach a perfectly proper 
business judgment that the danger from 
the rival process is so slight that it can 
be ignored and therefore make no men- 
tion of that danger. A few years later 
it develops, however, that the competi- 
tive process proves its value and the 
issuer is driven to the wall. Is the 
business judgment of the directors and 
the officers to be reviewed some years 
hence by a jury viewing the situation 
from the hindsight of what happened 
rather than the foresight of what might 
happen? The answer to such and similar 
questions, whether fortunately so or not, 
is in the negative. Nothing in the regis- 
tration statement calls for a statement of 
the position of the issuer in the general 
competitive structure of its industry, and 
consequently omissions to state facts 
descriptive of this situation afford no 
basis for liability. The requirements of 
the registration statement alone are the 
basis for determining what statements 
must be made and therefore what omis- 
sions dare not be made. Beyond these 
requirements an issuer may, of course, 
go, but no requirement now calls for 
such statements to be made at the peril 
of liability. 

During this discussion I have spoken 
simply of misstatements and omissions 
of facts without reference to the ques- 
tion of their materiality. Indeed, I have 
purposely done so, because this question 
seems to me the second of those that 
should be asked in connection with the 
standards of conduct that the act re- 
quires should be observed, namely, as- 
suming that there was a misstatement of 
fact or the required omission, did such 
. misstatement or omission relate to a ma- 
terial fact? Let me repeat the phrase 
“material fact” again. It embraces two 
conceptions, that of fact and that of 
materiality. It may seem that the prob- 
lem of what is a fact is one that has been 
unanswered by philosophers since the 
days of Plato. Though this may be true 


of philosophy, law in its ignorance has 
been called upon from time immemorial 
to distinguish between representations of 
fact and representations of opinion. The 
guiding line between these two concep- 
tions rests upon the possibility of sub- 
jecting the conclusions in the respective 
realms of fact and opinion to definiteness 
of ascertainment. Much also depends 
upon the method of expression, for what 
should appropriately be expressed as in- 
ferences or deductions from facts, and 
hence as opinions, are too often ex- 
pressed as facts themselves, and hence 
for the purposes of legal liability, 
whether at common law or under the 
act, become facts. It has been said, and 
very rightly in my humble opinion, that 
most of accounting is after all a matter 
of opinion. But, though this may be 
true, I have still to see the case of a 
prospective investor being offered a bal- 
ance sheet and having it carefully ex- 
plained to him that this or that item is 
merely an opinion or deduction from a 
series of other opinions mixed in with a 
few acknowledged facts. Accounting, 
as distinguished from law, has generally 
been portrayed as an exact science, and 
its representations have been proffered to 
the unlearned as representations of fact 
and not of opinion. If it insists upon 
such fact representations, it is, of course, 
fair that it should be burdened with the 
responsibility attendant upon such a 
portrayal of its results. 


LIABILITY NOT THE RESULT OF EVERY 
MISSTATEMENT 


I turn now to the problem of mate- 
riality, for it is obvious that liability un- 
der Section 11 does not follow as a result 
of every misstatement. The misspelling 
of a director's name and other such 
matters could not conceivably carry lia- 
bility. But what is material? Clearly 
materiality must be gauged with refer- 
ence to purpose, and, recognizing that 
the purposes of the act are the protec- 
tion of the investing public, it does not 
become difficult to depict the standard 
of materiality. In other words, facts 
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become material for the purpose of 
omissions and misstatements when, as a 
consequence of such omissions and mis- 
statements, nonexistent values are at- 
tributed to a security. 

The third of the questions that I sug- 
gest must be asked in order to determine 
whether the standard of conduct pre- 
scribed by the act predicates that the an- 
swer to the other two questions has been 
in the affirmative. That is, assuming 
that there has been a misstatement or 
omission and that such a misstatement or 
omission has had reference to a material 
fact, is the person to be excused from 
liability because he exercised reasonable 
care under all the circumstances and en- 
tertained a reasonable belief that the 
statements he made were true? Rea- 
sonability, it should be borne in mind, 
will differ widely according to the per- 
son involved. Under some circumstances 
such a standard would require personal 
knowledge of the facts assumed to be 
true. Delegation to others of the duty 
of verifying the facts would under other 
circumstances suffice to meet the require- 
ment. A director, for example, would 
have little excuse for not having per- 
sonal knowledge of what his stockhold- 
ings in the issuer and its subsidiaries 
were, but he should obviously be entitled 
to rely upon the statements of his fellow 
directors, as checked by the stock books, 
as to what their stockholdings were. 
Furthermore, the director who is also 
chairman of the board or chairman of 
some special committee will stand in a 
different relationship as to the knowledge 
which is the special concern of his com- 
mittee. Or take the situation of the 
underwriters. The type of investiga- 
tion which can reasonably be demanded 
of the sponsoring or principal under- 
writers is one thing; that which the act 
requires of the small participating un- 
derwriter in order that he shall satisfy 
its requirements is another thing, while 
an éven less exacting standard of in- 
vestigation would be demanded of the 
dealer selling on commission who, be- 
cause of his relationship to-the issuer, is 
considered as an underwriter by the act. 
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These conceptions, permitting a rea- 
sonable delegation of duties by the vari- 
ous parties connected with the flotation 
of an issue, are not interfered with by 
that provision of Section 11 which likens 
the standard of reasonableness to be ap- 
plied to that which the law commonly 
requires of a person occuping a fiduciary 
relationship. That section does not make 
these individuals fiduciaries in and of 
themselves, but simply refers to that 
standard which, briefly stated, requires 
the exercise of a degree of care that a 
prudent man would exercise in his own 
affairs as a measure of the type of con- 
duct that in decency can be expected of 
those soliciting other people’s money for 
investment. 


PENALTIES FOR MISSTATEMENTS 


There remains the question of the 
nature of the damages for which per- 
sons endorsing misstatements are respon- 
sible in the event that their liability 
otherwise is established. The first mea- 
sure is what might be termed, somewhat 
inaccurately, the right of rescission. This 
is the duty to respond ‘in damages equiv- 
alent to the price paid by the purchaser, 
never, however, exceeding the offering 
price, upon the tender of the security. 
Two illustrations will make this clear. 
The offering price of a bond is $100. 
Purchaser A buys it on the market at 
$75; purchaser B at $125. A, upon 
tendering back the bond, could recover 
only’ $75, whereas B could recover 
only $100. 

The act also grants another right 
which might appropriately be termed the 
strict right to damages. This can be 
evoked only by a purchaser who has dis- 
posed of the security. It is a right 
derivative in nature from the right of 
rescission. To “illustrate its operation 
we may turn to the case originally put 
and assume that A and B have disposed 
of their bonds on the market at $60. 
A, who had paid $75 for his bond, 
could recover $15, whereas B, who had 
paid $125 for his bond, recovers not 
$65, but $40. 
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It should be observed that each -per- 
son whose liability. on the registration 
statement has been established is respon- 
sible in damages to any purchaser of the 
security, whether such person shall have 
purchased from him or from some other 
person. Theoretically this means that 
each person so liable can be held to a 
liability equivalent to that of the total 
offering price of the issue. Practically, 
of course, no such large liability exists. 
Several factors will operate to keep the 
liability within much smaller bounds. 
For one thing, the value of a carefully 
floated issue can hardly be assumed to 
reach zero. For another, every purchaser 
would hardly be likely to bring suit. 
Again, the issue of liability—generally a 
complicated question of fact—would be 
retriable in every suit, and it beggars 
the imagination to assume that every 
jury faced with such an issue would 
come to the same conclusion. Further- 
more, each person liable has a right of 
contribution against every other person 
liable, unless the one suing is guilty of 
fraud and the other is not. So that even 
eliminating the other practical factors 
that I have mentioned, it would be neces- 
sary for every other person liable on the 
registration statement to be insolvent in 
order that one of them be affixed with 
the large theoretical responsibility. 

In elaborating upon these damages, I 
have not, I believe, unduly minimized 
their character. But I have tried to look 
at them with some degree of reality, 
rather than in the fanciful and unreal 
fashion that has characterized their ex- 
position by some members of the legal 
profession. To pretend that they are 
insignificant is wrong; but equally vicious 
is the practice, unfortunately too com- 
mon, of conjuring up bogey men to 
frighten those who may wish to seek 
new financing through public issues. Not 
only does it discourage operation under 
the act, but the bar. when later faced 
with the task of defending those who 
may nevertheless register under the act: 
will be forced to do one of those volte- 
faces so humiliating to the legal profes- 
sion. Its opinions upon matters such as 


. this are too often dictated by the in- 


terests of its clients. In other words— 
and here I record a thought that I am 
afraid is likely to be misinterpreted, 
though the origins of this belief are of 
many years’ standing—the opinion of the 
bar reflects too accurately the condition 
of the capital market. Were it boom- 
ing, were the bond market boiling, were 
there bankers eager to handle issues, the 
tendency of the bar, I suspect, would be 
to minimize the liabilities of the Securi- 
ties Act. 

If, in the discussion of the question of 
damages I have given the impression that 
damages against the persons liable on the 
registration statement are compensatory 
in character, that is, that they compen- 
sate only for what damages may flow 
from the misstatements, let me disabuse 
the reader of that fact. Let me illus- 
trate their noncompensatory character 
by a simple illustration. A careless mis- 
statement of the quick asset position of 
a corporation justifies, let us say, the 
conclusion that had the facts been prop- 
erly stated the offering price of a bond 
should have been 90 instead of the 100 
at which it was actually offered. For 
reasons utterly foreign to this misstate- 
ment and even beyond the possibility of 
conjecture at the time of the offering, 
the price of the bond declines to 30. A 
purchaser who bought at 100 could 
nevertheless, if he sold the bond at 30, 
recover from those liable on the registra- 
tion statement the difference between 
100 and 39, or 70. 

This result, you may say, is un- 
justifiable. To that let me answer first 
that is represents no extraordinary prin- 
ciple of legal liability. Suppose that I 
buy an ordinary chattel from you for 
$100 upon your representation that it 
has certain qualities. It does not possess 
these qualities, but the difference, be- 
tween the type of chattel that I bought 
and the type that you led me to believe 
that I was buying can be measured by 
the sum of $10. Because of conditions. 
that neither of us could have foreseen 
and over which neither of us had con- 
trol, the market value of these chattels 
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falls to $30. I can, nevertheless, as a 
matter of law, tender you back the 
chattel and recover $100. In other 
words, the general market loss of $60 
falls not upon me as purchaser, but upon 
you as seller. 

A second justification for the prin- 
ciple of noncompensatory damages in 
the Securities Act is their in terrorem 
quality. If recent history teaches us 
anything, it discloses that some groups 
of persons associated with security flota- 
tions are not induced to refrain from 
material nondisclosures by fear either of 
the very real liability for compensatory 
damages at common law or fear of 
prosecution under the criminal law. 
True, my good friends tell me of a re- 
formed investment profession that re- 
fuses to take secret profits or refuses to 
manipulate a market to unload its own 
securities under the excuse of maintain- 
ing the market during the period of sec- 
ondary distribution, or refuses to engage 
in practices that were too current during 
the boom times of another era. I de- 
voutly hope that this is true. But the 
evidence of even a sudden conversion is 
lacking, wholly irrespective of its per- 
manency. Examination of some of the 
security issues, both new and of the type 
that seek to effect readjustments of cor- 
porate capital structures, that hurriedly 
preceded the effective date of the Securi- 
ties Act indicates that little change from 
earlier methods has taken place. Nor 
can anyone who has watched carefully 
the amendments that have been made to 
registration statements now on file with 
the Commission, and seen the reluctance 
that accompanied the recital of certain 
very relevant but unpleasant facts in 
these same registration statements—some- 
times only upon the threat of stop order 
proceedings—hold much of a brief for 
minimizing civil liability. And I refer 
here not merely to so-called fly-by-night 
issues, but to those prepared and spon- 
sored by persons generally deemed by 
the Street to fall well within the bounds 
of respectability. 

The Commission’s powers of regula- 
tion have rarely been emphasized in any 


discussion of the act, and to my mind 
they are of great consequence. Prac- 
tically all the accounting regulations are 
subject to the Commission’s jurisdiction. 
The entire character of the demands that 
the registration statement makes depends 
upon the wise exercise of the Commis- 
sion’s powers within the very broad 
standards laid down by the act. Re- 
laxation or strengthening of these fea- 
tures of the act lie within the control of 
the Commission. Furthermore, the Com- 
mission’s power to define trade terms 
gives it extensive control, for hardly a 
term is not a trade term in view of the 
fact that its meaning is rightfully sig- 
nificant only in relation to the “trade” of 
floating securities. 


MOULDING THE ACT THROUGH 
TRATION 


ADMINIS- 


Thus far the Commission has been 
very sparing in its use of these powers, 
and wisely so, for it must learn, as all 
of us do, under the impacts of experi- 
ence. But that experience is rapidly ac- 
cumulating, so that the time for close 
fitting of general expressions of the act 
to typical complex situations is about 
ripe. Such regulations, it should be 
borne in mind, have the force of law. 
No right to review general regulations 
of this character, except to determine 
whether they fall within the delegated 
powers of the Commission, exists. They 
must, of course, supplement the general 
provisions of the act, but they can make 
concrete and definitive the application of 
the act to various recurring situations. 

Again, the Commission has on oc- 
casion exercised the power of interpret- 
ing the act. Such a power is incidental 
to that of administration. Such interpre- 
tative action has not, to be sure, the force 
of law, but it has always been recognized 
by courts as having large persuasive 
powers. Especially true is this under the 
Securities Act, as distinguished from 
other situations in which administrative 
agencies exercise interpretative powers. 
There is an element of estoppel, as law’ 
yers would say, present in this situation, 








which is of great consequence in de- 
termining whether or not the courts 
would follow the Commission’s inter- 
pretations. This element, to be explicit, 
consists in the fact of action in reliance 
upon administrative interpretation. In 
other words, the only rights created un- 
der the Securities Act, whether those 
rights are enforced by the state or the 
Federal courts, are created by the United 
States Government. The United States 
Government, speaking this time through 
the agency of the Federal Trade Com- 
mission, says to an issuer: Act in such a 
fashion, and no rights, either criminal or 
civil, will be created against you. It 
would, indeed, be unusual if action in 
reliance upon such advice should be 
treated by another agency of the same 
Government—the courts—as subjecting 
the party so advised to liability. This 
recognition of the fact of there being 
something akin to estoppel present in 
such action by the Commission has 
naturally made the Commission, as dis- 
tinguished from its divisional officials, 
chary of the exercise of these powers. 
Only two Commission opinions have thus 
far been rendered, and these naturally 
merely make more explicit what is al- 
ready implicit within the act. 

I make these remarks upon the Com- 
mission’s powers of regulation and in- 
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terpretation not for the sake of em- 
phasizing the powers as such, but to 
illustrate the flexibilities inherent in the 
act and its capacities for adaptation to 
the complexities of the situations it 
covers. Indeed, if half of the energy 
that has been expended in fulminating 
against the act and propagandizing for 
amendments were enlisted in the effort to 
advise the Commission in the wise ex- 
ercise of its powers, the Government and 
issuers, bankers, lawyers and account- 
ants would be far nearer to a solution 
of their problems. I cannot urge too 
strenuously such a course of action. The 
control of financing inherently bristles 
with complex situations adaptable far 
better to particularized administrative 
action than to the generalities that must 
of necessity characterize the legislative 
process. Along this road lies a better 
understanding between Government and 
finance of their common problems. It 
presents none of the pitfalls that neces- 
sarily attend efforts to open the act to 
the attack of selfish and shortsighted in- 
terests. I invite the reader seriously and 
without bias or passion to essay that 
road, remembering always, according to 
the Congressional mandate of the Se- 
curities Act, that the public interest and 
the protection of investors must be the 
guiding consideration. 


“All things considered, it would seem that there is no valid 
reason why a trustee’s business should fall off steeply during a 


depression. 


The fact that it frequently does may be the fault of 


the trustee."—T. T. Weldon: New Business for the Trust De-— 


partment. 


“No matter what may happen in individual cases, the ap- 
plication of the service charge as a whole meets with practically 


few objections. 


In itself, it is economically sound, reasonable, 


fair and just."—W. Gordon Jones: The Service Charge on De- 


mand Deposits. 
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The 


NATIONAL BANK 


OF DETROIT 


Statement of Condition, October 25, 1933 


RESOURCES 

Cash on Hand and Due from Other 

Banks . . . . $ 56,705,492.34 
United States Govern- 

ment Securities. . 48,169,594.51 
Bonds other than U. S. Government 
Stock in Federal Reserve Bank . 
Loans and Discounts . 
Overdrafts . ; . 
Accrued Interest Receiv able—Net : 
Customers’ Liability under Acceptances 
TOTAL RESOURCES . 


LIABILITIES 
Deposits — Commercial, Bank and 
Savings. . .. . $147,527,675.17 
Public Depositssecured 
by pledge of U. S. 
Government Bonds: 


Treasurer — State 
of Michigan. 5,302,468 .64 
U. S. Government 6,398,382 .34 
Miscellaneous. 200,996.76 
Other Public Deposits 4,073,873 .88 
TOTAL DEPOSITS . 
Bills Payable and Rediscounts 
Capital, Surplus and Undivided Profits 
Reserve for Expenses and Dividends 


Liability under Acceptances to furnish 
Dollar Exchange A 


TOTAL LIABILITIES . 


$104,875,086.85 
$ 5,248,633 .67 
675,000.00 
78,024,509.94 
11,878.68 
615,947.20 
8,028.72 
$189,459,085.06 


$163,503,396.79 
None 


25,697,507.88 
250,151.67 


8,028.72 


$189,459,085.06 
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A Calico Bank Is Vanishing 


By MiLpreD F. TEED 


The closing of any bank brings tragedy in its wake—stark tragedy which few. can 


appreciate unless they have lived through it. 


That it brings hardship to the bank’s 


depositors is well known; but what it must inevitably mean to the bank’s staff is 


perhaps not so well understood by an unsympathetic public. 


The following “inside” 


story of the closing of an old and honorable bank told by one of its staff is an im- 
portant human document for all who would understand the social implications of 


our banking situation —THEeE EpiTor. 


Rome burned—we little bankers as 

well as the big bankers. Of course, 
our critics do not mean to be unjust. 
They are just human. Our troubles of 
the past are now their troubles, and they 
give vent to their feelings by criticizing 
us. I am ready to admit that some, per- 
haps many, bankers should have used 
better judgment. Some of our mistakes 
may be unforgivable, but we were not 
all fiddling. 

As one of the more humble in the 
ranks, I worked with old, dignified, 
steady men, who went along with the 
prosperity parade because they were 
afraid to be called “fish-eyed” and un- 
progressive—men who have gone down 
to defeat because they were soft in the 
Halcyon days of not so long ago, while 
their hard-boiled brothers have carried 
on. I was only an observer, looking on, 
wondering what it was all about, and 
taking a few mental notes; but as I 
write, sitting alone in a vacant bank, 
closed since the holiday, I feel that I 
have been a part of it. 

It was in this bank that my great- 
grandfather deposited his savings far 
back in 1830, savings he earned on a 
mountain farm some miles away and 
brought down to his bank in an ox cart. 
I have always cherished a secret hope 
that some day I could go back to that 
mountain farm to claim as my own the 
four hundred acres, the old stone house, 
the barns and the granaries. It should 
be mine because Grandfather built it for 
posterity. He cleared the ground, tilled 
the soil, eked out a very meager exist’ 
ence and saved his money to pass it on 


[on are saying we fiddled while 


as a heritage of our forbears to those of 
us who were to come after. Somebody 
down the line failed us. The family 
petered out and became an average fam- 
ily of the urban kind, which lives from 
hand to mouth and from day to day 
with no great ambition, satisfied to earn 
a moderate living. 

I did not go to college. When I fin- 
ished high school, it was necessary for 
me to cast my line for a job, and I de- 
cided to look for a place in a bank. It 
occurred to me that when I had taken 
my father’s checks out to the bank for 
deposit each week, I had seen very few 
girls working there. One day I asked 
the cashier if I might file an application. 
Shortly after, he wrote that I was being 
considered, with several other young 
women, for a position. It took him two 
weeks to make up his mind, but I phoned 
him every day, and when he offered me 
$20 a week, I told him I wasn’t worth 
such a magnificent salary. 
promised on $75 a month. 

It was all play for a couple of years." 
Travel literature then began to interest 
me, and I started to save for a trip 
abroad. I soon learned, however, that a 
bank girl's budget does not include a 
commutation ticket to Paris. Just about 
that time, I realized that I wanted to be 
a banker; I began to visualize the time 
when the people who live on Main Street 
would come in to me with their prob-' 
lems and their ambitions, financial and 
otherwise, to have me help them as a 
good banker should. I knew that I was 
in a race with others headed for that 
goal and that those best equipped came 
in first and received the rewards. In 
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other words, if I would earn more, I 
must learn more and be worth more to 
the old bank. I went to school nights 
and studied at odd times. I watched 
others around me, saw what they did, 
and tried to do my work better than 
they did theirs. It wasn’t all pleasure, 
for after all I was a girl and enjoyed 
having a good time. Self-denial and sac- 
rifice are never enticing, but I felt that 
I was hitting my stride. The bank liked 
me and I liked the bank. 

In the days when deposits mounted up 
and business poured in, the bank took 
on more stenographers and allotted me 
to the mortgages, the maturity list and 
the credit files. From this vantage point 
I could feel the pulse of the bank and 
the pulse of the people. I bought and 
sold bonds for our customers, our officers 
and our clerks, most of which were 
bought on borrowed money. The lure 
of Wall Street did not take my. money 
out of my savings account. I never 
participated in the magic process with 
the men and women who have lost their 
all in the gamble to get rich without 
working and who have had to pay back 
in the bear market borrowed money so 
freely won in the bull market. 

We were making lots of money the 
year we celebrated our hundredth anni- 
versary, and capital was doubled out of 
earnings. Of course, the stockholders 
were delighted, and the depositors who 
knew about it thought we were a veri- 
table gold mine. We were aged and 
honorable, for had we not passed 
through every depression for a century 
and come through smiling? Earth had 
nothing further to offer us, and heaven 
had no appeal. 

Then in 1929 the crash came, which 
is now lurid history. Some of our good 
customers were having hard sledding; 
nevertheless for a while we could afford 
to be magnanimous. We assumed their 
burdens and loaned freely, but we 
quickly approached the time when even 
our merchant customers were losing 
ground and did not dare to make a 
financial statement. Notes could not be 
paid. Loans went into the past-due 
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folder and were subsequently doomed to 
the charge-off column of the profit and 
loss account. Deposits were shrinking 
as the times grew worse, and because we 
could not afford to continue the high 
interest rates on deposits any longer, 
rates had to be reduced and we suffered 
the loss of many accounts. Salaries had 
to be cut and would have been cut again 
but for gossip. The bank examinations 
told a sad story and were not pleasant to 
read. We were liquidating, liquidating, 
liquidating, until deposits had been cut 
in half in two years. What to sell and 
when to sell was a real problem with 
bonds going sour and defaults common. 
We borrowed all we could wherever 
we could, and the night was far spent 
when the day of the Reconstruction 
Finance Corporation dawned with a ray 
of hope. But when it told the world 
that we were in serious trouble, its help 
was of no avail. 

Then came the Holiday. The tension 
among our people had been taut for per- 
haps a month previous to that important 
day. To some the news meant a tempo- 
rary relief from the strain and perhaps 
the up-turn, but a few knew that we 
had been nailed to the cross with the 
receipt of that mandatory message. 
After lunch we were called together 
and two or three of the officers tried to 
make a few expository remarks, but they 
didn’t know what they were talking 
about and admitted their mystification. 
I remember hearing something about the 
old ship “banking” floundering at sea 
and being brought back to the harbor 
to be rehabilitated and sent out again 
full steam ahead. Then someone re- 
marked that we had been through a 
long, brutal fight with a serpent which 
had left us prostrated on the ground 
but we were looking up. The expres- 
sions on the faces of our little group 
were weird. Some were frankly be- 
wildered, some confident that the fire 
couldn’t reach us, some thought it was a 
seventh inning stretch and some were 
choking screams. You could feel the 
profound prayers of hardy men who 
were shaken with fear. 
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The next few days we marked time. 
My impression was that the public 
rather enjoyed the inconvenience and 
confusion, but when we were unable to 
give them definite answers as to when 
they could get some money or use their 
checks, they became anxious and dis- 
turbed. I noticed many new faces in 
the lines of people who were waiting to 
talk with the officers, but I found they 
were old customers whose names were 
well-known, but who had not called at 
the bank for years. Then there were 
those people who had been in the bank 
every day for years, who peeked cau- 
tiously in at the doors. 

After the Holiday had been extended 
and we were allowed to pay out small 
amounts for necessary purposes, we 
were glad to hear each one’s need and 
help where we were permitted. One 
sweet old lady explained that she needed 
money to pay her rent and gas bill and 
presented her passbook with a balance 
of $1.03. It seemed that she understood 
President Roosevelt was going to let the 
banks give people enough money to meet 
their needs. If we would do this much 
for her, she felt quite certain she could 
manage her other expenses very nicely. 

Telegrams had been pouring in from 
Washington and New York and our 
men were sent out to try to learn which 
way the wind was blowing—what would 
be expected of us and what we could 
expect of the public. On the 15th day 
of March, what will go down in history 
as perhaps the most important telegrams 
banks ever received were sent out. Ours 
was like many others, a death blow. We 
were not permitted to open while others 
around us resumed their normal course, 
and on that fatal day our bank was 
blown to hell. We know it now: we 
did not know it then. Jt seemed incred- 
ible that our old bank had been dealt 
such a tragic fate. Every day our people 
expected that surely tomorrow we would 
receive word to carry on. I'll never 
forget the picture of torn souls wonder- 
ing what we could do to save the de- 
posits of 12,000 people from so dire a 
disaster. 
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Soon the answer came through—the 
order that we raise a million dollars 
through the sale of preferred stock, yea, 
a million and a quarter for good meas- 
ure. When we had done this, we should 
be good enough again to deal with other 
people’s money. The campaign to in- 
crease the capital and build up the sur- 
plus was started immediately, and our 
whole staff did yeoman service, working 
from eight in the morning until mid- 
night, day in and day out, to bring the 
old bank through. The president's 
daughter, the vice-president’s wife, and 
many mothers, wives and sisters came in 
to lend a hand. Almost without excep- 
tion, every local merchant, lawyer, 
manufacturer and business man came in 
to offer his time and services to assist in 
any way which would be suggested. I 
lost thirteen pounds the first two weeks, 
not from the work but from worry, 
and if nature took such a toll out of me, 
who had only a job at stake, what must 
it have done to those who had laid down 
their lives in diligent service and would 
be held solely responsible in the eyes of 
the public. Indeed, we lived a thousand 
years in a fortnight or two. 

When nearly three-quarters of our 
quota had been raised, a conservator 
moved in and discharged everybody from 
the president down, retaining only a 
dozen of the men and women like my- 
self, who could do the necessary work in 
the rehabilitation process. Bank exam- 
iners then closed in, and while they con- 
ducted their examination the campaign 
was held up. For weeks we waited to 
receive the results of their findings— 
would it mean liquidation or would we 
be allowed to go on even at a raised 
figure? Then word came through that, 
under a new ruling, preferred stock 
plans would have to be abandoned. We 
waited for another month to learn under 
what circumstances we could proceed. 
Apparently our only salvation was to 
secure a loan from the Reconstruction 
Finance Corporation and again we took 
hold to furnish it with records and 
resumes of all assets for its appraisal 
purposes. This was the hardest job of 
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all because everyone was so weary hop- 
ing. 

In the midst of all came tragedy more 
sinister than we had ever dreamed. One 
of our young men disappeared on Mon- 
day. On Friday morning at 3 a. m. 
he returned to the bank, went down to 
the basement, and when one shot didn’t 
finish him and his gun jammed, he came 
upstairs to his desk, called the ambulance 
and let the doctors in. He was young, 
energetic and high-strung; but he had 
everything to live for—a lovely wife, 
two children, a wonderful mother and 
plenty of friends. Of course, somebody 
should have thought of him as the one 
who would let go, but we had been 
holding each other up momentarily as 
the need seemed to present itself, rather 
than taking certain people and _ being 
constant. Somehow you couldn’t help 
but feel that death or insanity was in 
the wake of this whole performance— 
where it would strike was the only ques- 
tion. 

Early last summer my father lost his 
position and my family, now entirely 
dependent upon me for support, have 
leaned heavily because they can’t help 
it. For fifteen months he has been going 
here, going there, and coming home with 
bulging. eyes—a mark of the beast un- 
employment. For fifteen months I have 
had to see them through rent, coal, gas, 
electric, telephone, food, clothes, insur- 
ance, charity and diversion. It has meant 
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a strict budget; it has meant starvation 
for clothes, niceties and, yes, even food. 
It is to laugh I was dieting! My savings 
are gone and my car, which I bought 
when I could afford it, has been traded 
in for some dental work. All I have is 
the little salary I am getting, which may 
go by the board any minute. My future 
means only tomorrow. Strangely, I 
seem to be the only one who is net 
afraid to go on with each new day. The 
others are so weighed down with dis 
couragement and fear. They refuse to 
see that, while they have their ability, 
they are not utterly licked. 

This is now the eighth month of our 
dilemma. We are turning again to the 
Reconstruction Finance Corporation for 
a loan. If the loan is approved, it may 
be possible to salvage a small, new bank 
if the authorities in Washington and the 
court will grant a charter. But, in any 
event, this calico bank will be liquidated. 

I hope whoever is appointed receiver 
will bear with our debtors and realize 
that they are victims of a financial 
plague which has swept over the entire 
world where human beings conduct 
monetary affairs. I look ahead, beyond 
this indigo, to a time when we shall be 
in the clearing; when our suffering will 
seem like a terrible nightmare that has 
passed. Possibly my being very young 
has helped me to carry on with the feel- 
ing that this storm too will pass. 


In an effort to revamp our banking practices for the purpose 
of making them safe fcr future deposits we are not justified in 
disregarding the rights of present depositors and recklessly mark- 
ing down values to a point where we are sure no loss can possibly 
occur. Such a course would undermine the values of all property 
to a ruinous extent and would impose unnecessary hardship on 
those who have put their money and their confidence.in our finan- 
cial institutions——Robert C. Clark, president of the National As- 


sociation of Supervisors. 
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INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


Is There a Bank Investment Policy? 


By HERBERT SPERO 
College of the City of New York 


HE bank moratorium of March, 
1933, marked a significant period 
in the history of American bank- 
ing. It is the fond hope of the Admin- 
istration and of thoughtful bankers 
everywhere that it inaugurated a new 
deal of intelligent banking policies and 
leadership, which unfortunately has been 
sadly lacking in the past. 

The Federal Government has devised, 
and is at present working out, additional 
plans and laws upon the basis of which 
they hope to construct an adequate and 
capable financial mechanism. However, 
it is well to bear in mind that the na- 
tional Government and the various states 
have in the past been liberal in the pas- 
sage of banking legislation which in 
many cases has merely served to clutter 
up the statute books and failed to 
improve the operating policies of our 
banking institutions. It is true that legis- 
lation can prevent certain very disad- 
vantageous banking practices. from being 
followed, but it cannot secure intelligent, 
far-seeing and sound bank management. 
That type of bank administration must 
depend largely on the capabilities and 
capacities of the bank officers of our 
commercial banking institutions. Par- 
ticularly does this criticism apply to the 
management of the investment accounts 
of the commercial banks and other in- 
stitutional investors. The losses of banks 
on their portfolios of investment securi- 
ties have over the past few depression 
years been heavy, especially. among the 
country banks. While the sharp depre- 
ciation of formerly strong bonds was 
undoubtedly difficult to foretell, it may 


The author wishes to acknowledge his in’ 
debtedness to Mr. I. Wheeler Our for his aid 


in compiling the statistical data. 


be stated that a better understanding of 
the function and composition of the in- 
vestment account might have served to 
reduce the heavy losses suffered and so 
curtailed somewhat the extraordinary 
bank mortality of past years. 

It is worth while to examine compara- 
tively the investment position of the 
national banks as of June 30, 1933, and 
June 30, 1932, broken down into three 
broad classifications, namely, the country 
banks throughout the entire country on 
the one hand, and the banks in the cen- 
tral reserve or reserve cities on the other 
hand. (See table on page 667.) 

If one turns his attention to the coun- 
try as a whole, the generally haphazard 
and unplanned investment policy of the 
bulk of the banks stands out. Thus be- 
tween June 30, 1932, and the corre- 
sponding date of this year country banks 
and reserve city banks have added 
largely to their holdings of United States 
Government securities, the country 
banks now having over 42 per cent. of 
all their investments in Federal obliga- 
tions as against 35 per cent. in 1932, or 
an increase of 7 per cent., while the re- 
serve city banks have augmented their 
United States Government bond hold- 
ings by 11 per cent. over the same 
period. Institutions in New York City 
and Chicago, however, have decreased 
slightly their proportionate investment in 
Federal obligations. The increase in 
United States Government bond holdings 
by most banks over a period of sharply 
rising prices occasioned by highly arti- 
ficial forces, such as the open-market op- 
erations of the Federal Reserve System 
and the scramble for a high degree of 
liquidity on the part of the commercial 
banks, provides some ground for believ- 
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INVESTMENT AND FINANCE 


DISTRIBUTION OF INVESTMENTS OF NATIONAL BANKS 
June 30, 1932—June 30, 1933 


In Per Cents 


SECURITY 
United States Government Securities 
State, County and Municipal Bonds, 
Public Service 
Railroad Bonds 
All Other Bonds (Industrials) 
Collateral Trust and Other Corporation Bonds 
Foreign Securities (Governments and Others) 
All Others, Including Claims, Judgments, etc. 


Corporation Bonds (Utilities) 


Stock of Corporations Other than Federal Reserve Banks 


Including Warrants 


Central Reserve 
City Banks 
1932 
61.15 
10.31 
4.27 
10.73 


5.23 


Reserve 
City Banks 
1933 1932 
66.11 
15.56 

3.54 
4.30 
5.03 
2.11 1.38 
3.97 2.45 
-09 32 
2 1.31 


Country 
Banks 
1933 
42.30 
16.88 
12.89 
10.31 
10.38 
-83 
4.80 
-71 
-90 
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100.00 100.00 100.00 100.00 100.00 100.00 


Source: Reports of the Comptroller of the Currency. 


ing that in a more normal period when 
the artificial forces will be absent, Gov- 
ernment bond quotations will decline 
and bring losses to thousands of commer- 
cial banks which are following the poli- 
cies of their colleagues blindly without 
any thought to systematic purchases and 
sales based on sound grounds devoid of 
blind fear. Of course, it should be men’ 


tioned that the Government recently in- 
augurated a policy of retiring its matur- 


ing issues, and this action should aid the 
Federal bond market. 

Again, in the railroad security field, 
country banks have decreased their hold- 
ings less on a percentage basis than have 
the central reserve or reserve city insti- 
tutions. It should be remembered that 
railroad securities have suffered a heavy 
depreciation, with the country banks ex- 
periencing a greater proportionate loss 
than the other two classifications. Also 
country banks hold a larger percentage 
of their total security account in the 
form of state, county and municipal 
bonds than do the other banks, although 
over the past year New York City and 
Chicago institutions have increased their 
municipal holdings to a greater extent, 
due to the difficult financial problems of 
the cities in which they are located. 

Hence, it is seen that in three general 
investment groups, the United States 
Government, state, county and munic- 
ipal and railroad bonds, the banks wher- 
ever located are saddled with an invest- 
ment portfolio a considerable part of 
which is not the result of a well-consid- 
ered bond program but the outcome of 


their unreasoning desire for liquidity, 
unfortunate municipal finance or inade- 
quate analysis of railroad securities of 
those roads whose operating and finan- 
cial policies are open to strong criticism. 

It is important to break down the 
figures further so as to see clearly the 
divergent investment policy of the coun- 
try banks in leading states as compared 
with their colleagues in the leading cities 
in the same states. For this purpose 
there is presented on page 666 a chart 
showing a cross section of the nation’s 
bank investment policy. 

An examination confirms the view 
that there is no consistent investment 
policy on the part of the commercial 
banks of this country. There exist evi- 
dently marked differences of opinion as 
to the future trend of security prices, if 
one is to judge from the composition of 
the investment portfolio of a typical 
group of banking institutions. 

Confining our attention to the eastern 
section of the United States, it is noted 
that country banks in New York State 
held over 33 per cent. of their security 
portfolio in Federal Government obliga- 
tions, while Massachusetts country banks 
have more than 45 per cent. of their 
investments in that form. Furthermore, 
the large New York City banks main- 
tain about 58 per cent. of their invest- 
ment accounts in national Government 
bonds, while the Boston institutions 
possess over 70 per cent. of their bond 
accounts in this medium. 

Shifting to the Middle West, the same 


divergence is to be noted in a compari- 
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son of bond accounts of differently 
located banks. Thus the Illinois coun- 
try banks have over half of their invest- 
ments in Federal securities, while the 
Chicago organizations have security 
portfolios composed of United States 
Governments in excess of 60 per cent. 

On the Pacific Coast, national securi- 
ties composed 33 per cent. of the bond 
accounts of California country banks, 
whereas the San Francisco institutions 
held about 65 per cent. of their bonds in 
this type. 

Similar divergence in the investment 
portfolios would be noted, if a compari- 
son were made of the holdings of the 
various other types of bonds in the chart 
presented above. 

What is the conclusion to be drawn 
from the varying investment policies 
favored by these differently situated 
banks? Obviously, they cannot all be 
following a course which will preserve 
the value of the bond account and yield 
profits to the holders. Thousands of 
these banks will experience heavy losses 


due to their haphazard methods of in- 
vesting their surplus funds in securities. 
The regrettable aspect of the situation 
is that a good portion of these losses are 
unnecessary, if only intelligent care, 
based on a close study of the money and 
bond markets and their likely influence 
on fixed interest-bearing obligations, will 
be devoted to the investment problem. 
Furthermore, it is a well-recognized prin- 
ciple that the most efficient work is al- 
ways done on the basis of a_ well- 
thought-out program and policy. Never- 
theless banking institutions have been 
lax in drawing up a schedule of action 
founded on well-recognized principles of 
conservative investment and an adequate 
consideration of the current economic 
situation, but instead have been content 
to place their funds in obligations whose 
credit positions have not been critically 
analyzed. Intelligent bank management 
calls for a well-rounded long range in- 
vestment program attuned to take ad- 
vantage of constantly shifting invest- 
ment factors. 


Defense of the National Securities Act 


UCH has been said, by invest- 
M ment dealers and others, as to 

the effect of the National Secu- 
rities Act in restricting the issue and sale 
of securities. It is, therefore, of interest 
to those who hold this view that a 
member of the Federal Trade Commis- 
sion—the body charged with the admin- 
istration of the act—has pointed out that 
the penalties and liabilities under the act 


are less terrifying than many had sup- 
posed, and in consequence its perils were 
to a considerable extent imaginary. This 
exposition of the act was made by Dr. 
J. M. Landis, a member of the Federal 
Trade Commission, in an address deliv- 
ered before the recent fall conference of 
the New York Society of Accountants, 
the address being published, substantially 
in full, elsewhere in this issue. 


Government Bonds Declining 


budget situation, the change in 

monetary policy and the fear of 
inflation were not unfavorably affecting 
the price of Government securities, 
which had been remarkably well sus- 
tained. In recent weeks—perhaps be- 
cause of an increase of fear from the 
sources indicated—Government bonds 
have sagged in the markets, and the re- 
funding operations begun some weeks 


Fe: a good while it seemed that the 


ago have been less successful than prom- 
ised at their inception. 

One influence acting to sustain the 
credit of the Government—the large 
surplus reserves of the banks and the 
small amount of corporate financing— 
still remains, but in spite of this favor- 
able situation—favorable from the stand- 
point of Government financing—the 
prices of United States bonds have 
shown a marked tendency to decline. 


Established 1837 


ADRIAN H. MULLER & SON 


81 WILLIAM STREET, NEW YORK 


STOCKS AND BONDS AT AUCTION 


Regular Auction Sales of all Classes of Securities Every Wednesday 


The Business of Banks, Bankers, Investors and Dealers in Securities Receives 
Prompt and Careful Attention 


Italian Government to Act 


ization called the Reconstruction In- 

stitute, to be used as a participant in 
industrial issues, and to act as guarantor 
of both principal and dividends. While 
at present the activities of this organiza- 
tion are to be limited to certain public 
utility industries, their ultimate exten- 
sion to include other industries is con- 
templated. Should this extension take 
place, it would result in making the 


Ask a New Definition 


| isto proposes to employ an organ- 





as Guarantor of Securities 


securities put out by these industries 
practically government issues, thus at- 
taching to them that degree of favor 
among investors belonging to securities 
of this type. That such a development 
is possible in Italy, where the state ex- 
ercises so large a degree of control over 
corporate enterprises, does not neces- 
sarily warrant its success where different 
conditions prevail. 


of Certain Features of 


the Securities Act 


tion of America, in session at Hot 
Springs, Va., October 30, adopted 
the following resolution: 


To Investment Bankers Associa- 


Resolved, that the purposes of the Fed- 
eral Securities Act of 1933, as stated in the 
title to the act, to assure investors adequate 
and correct information relative to enter- 
prises on which securities are based, and to 
protect the investing public against losses 
caused by fraud of.any kind practiced in any 
manner, have the entire approval and sup- 
port of the Investment Bankers Association of 
America, and our ~ association believes that 
every seller of securities should be liable to 
the buyer for any damage caused by negli- 
gence or bad faith on his part. 

It has been demonstrated, however, that 


the effect of certain provisions of this legisla- 
tion, which go beyond the express purposes 
of the act, has been to retard the normal 
flow of capital into business and industry as 
represented by new issues of established en- 
terprises. The absence of a capital market 
may be attributable to several causes, includ- 
ing the present unsettled economic conditions, 
but in the opinion of our association the most 
important single cause has been and is these 
provisions of a securities act. This condition 
is seriously interfering with industrial recov’ 
ery and re-employment. It is essential to 
redefine the indefinite liabilities imposed by 
the Securities Act so as to make it possible 
for responsible enterprises to meet their _re- 
quirements for new capital and to co-operate 
with the recovery program. 

We offer our co-operation to any con- 
structive program to this end. 


Corporation of Foreign Security Holders 


ERTINENT questions regarding 
the practicability of the proposed 
Corporation of Foreign Security 
Holders, the creation of which is pro- 


vided for in Title II of the Federal 
Securities Act of 1933, are raised in a 
bulletin written by Robert S. Byfield, a‘ 
specialist in the field of foreign dollar 
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bonds, for Distributors Group, Incorpo- 
rated, New York. 

“Most important at this time,” says 
Mr. Byfield, “is the proper choice of an 
agency to protect the rights of the bond- 
holders. It is obviously impracticable to 
follow the method used in cases of do- 
mestic defaults by creating a separate 
committee to represent the holders of 
each issue or group of bond issues. The 
real decision to be reached is whether 
the protective agency should be a semi- 
public association, such as exists today 
in England, France and Switzerland, or 
whether the Federal Government shall 
directly take over the task of salvage. 

“Those who are clamoring for Gov- 
ernmental rather than semipublic or 
semiprivate action might well consider 
the following reasons why this method 
of approach might be less desirable and 
effective than the creation of some other 
type of agency: 

“The long experience of European 
creditor nations indicates one type of 
agency for the prosecution of salvage 
work which is highly desirable. To 
create the Corporation of Foreign Secu- 
rity Holders as provided in Title II of the 
Securities Act is to defy the verdict of 
the past and to jettison the valuable ex- 
perience of creditor nations with vastly 
more experience than ourselves. 

“Despite the disclaimers in the Securi- 
ties Act and whatever future denials 
may issue from the corporation, it may 
be taken for granted that both the bond- 
holders and the foreign obligors alike 
will be prone to look upon the corpora- 
tion as an agency or arm of the Govern- 
ment. The official standing of the cor- 
poration may be a constant source of 
disadvantage and embarrassment to itself 
and to the State Department. It is diffi- 
cult at best to remain on good terms 
with a foreign country while dunning it. 

“A factor bearing strongly upon the 
success of any debt collecting campaign 
will be the tariff policies of the Federal 
Government. The prospects of two 


separate branches of the Federal Govern- 
ment lobbying or using pressure in op- 
posite directions would be unfortunate. 


An agency not so closely identified with 
the Federal Government as would be the 
Corporation of Foreign Security Holders 
might be able to press its claims with a 
freer hand. 

“The Securities Act became law very 
shortly after our departure from the gold 
standard, and apparently its sponsors in 
providing for the corporation did not 
realize that in the eyes of foreigners the 
United States Government, in repudiat- 
ing the gold clause in more than $22,- 
000,000,000 of its obligations, assumed 
first place among the defaulting nations 
of the world. In the light of the un- 
fortunate psychology which: this repudi- 
ation engendered in the minds of for- 
eigners, the task of the corporation is 
not made any easier. 

“If the Federal Government is to act 
as guardian of its own citizens who are 
holders of defaulted foreign bonds, it has 
seized upon a strange yardstick to dis- 
close its own foreign loan policy. Re- 
cent lending of Federal funds to China 
and the proposed loans to Russia may 
have worthy objectives, but we cannot 
applaud the Government's choice of 
credit risks, for both countries are noto- 
riously flagrant defaulters, and to ignore 
this fact is wholly inconsistent with the 
role of debt collector. 

“The great majority of houses of issue 
are anxious and willing to take what- 
ever steps may be necessary to rehabili- 
tate the foreign loans which they spon- 
sored, and are probably quite ready to 
co-operate with the corporation if it is 
organized. They can provide valuable 
guidance and assistance, but it must not 
be forgotten that, from the moment the 
corporation, as now contemplated, is 
brought into existence, the bankers are 
completely relieved of further liability 
in aiding the bondholders. This would 
be unfortunate. 

“We have always maintained that, if 
all efforts to set up a semipublic agency 
must fail, the creation of the corporation 
is the only possible solution for the work 
of salvage. An ideal arrangement might 
be for the Government to subsidize pri- 
vate effort, since inability to raise funds 
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has been the principal reason why steps 
to form such organizations as _ exist 
abroad have failed. 

“Such an agency could count upon 
the whole-hearted co-operation of the 
bondholders, houses of issue, commercial 
bankers and trade associations. Its op- 
erations would not suffer the handicaps 


mentioned above, and in no sense would 
it be necessary to forfeit ultimate reli- 
ance upon Government intervention in 
extreme cases. In fact the effectiveness 
of the Federal Government has always 
been much greater when used as a threat 
than when utilized directly in the form 
of intervention.” 


Investment Bankers and Foreign Securities 


of the Investment Bankers Associa- 

tion of America, at its recent ses- 
sion at Hot Springs, Va., made the 
following report, dealing with foreign 
securities: 


Tor Foreign Securities Committee 


The immediate problem concerns _ itself 
more with the conservation of existing as- 
sets, both moral and physical, and the main- 
tenance of an understanding relationship 
between debtor and creditor. 

It is our feeling that this, as well as prepa- 
ration for ultimate settlement, can be done 
effectively by issue houses or groups of issue 
houses and fiscal agents, and that in most 
cases the actual formation of bondholders 


committees may be deferred without damage. 
Thereby, at least for the present, the bond- 





holders can be relieved in large measure of 
the not inconsiderable expense which cannot 
be avoided when bonds are deposited under 
a protective agreement. 

Nevertheless, your committee is strongly of 
the opinion that the decision to form an as- 
sociation, which it has been indicated will be 
called the American Securities Protective As- 
sociation, as announced on October 20 from 
the White House, is a most constructive step. 
Your committee believes such an association 
immediately can and should perform a most 
useful function in co-ordinating and assisting 
the efforts of existing committees and issue 
house groups, working upon specific instances 
of default. 

In the future it should insure the prompt 
formation of capable working committees, 
when necessary, and eliminate duplication or 
conflict of effort, to the general benefit of all 
concerned. 
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startling developments in foreign 

countries. After so many dra- 
matic happenings in preceding months, 
it may be that as the year draws to a 
close the theatrical propensities of man- 
kind are somewhat exhausted and 1933 
is making a measured and dignified exit 
from the stage. There has been a vote 
in Germany on sustaining the Hitler at- 
titude and policies; it can hardly be 
styled an election, as there were no 
candidates and only one party was al- 
lowed to take part in the voting. No 
surprise was therefore occasioned by the 
result, which showed that some 93 per 
cent. of the Germans voting on the 
matter of upholding Chancellor Hitler 
cast their votes afirmatively. While the 
result of this vote was as expected, it 
does afford additional confirmation of the 
divergence of policies between several 
of the European countries and Germany, 
and indicates clearly and unmistakably 
the practical unanimity among the Ger- 
man people in backing up the present 
vigorous nationalism of Chancellor Hit- 
ler. Germany is seeking to get rid of 
the tutelage exercised over her affairs by 
the countries victorious in the Great 
War. This effort rests on the German 
conviction that a great and populous 
country cannot be held in subjection in- 
definitely. The important element in 
this situation relates to its effect on other 
European countries. Great Britain, 
while far from approving Germany’s 
course, shows more tolerance toward it 
than do France and the other countries 
in close political accord with French 
policies. Italy leans in the direction of 
the British attitude. What all this may 


Rees weeks have witnessed no 


have to do with the future peace of 
Europe is a matter of conjecture. About 
all that can be said with any degree of 
certainty is that the recent course of 
Germany has greatly strengthened the 
determination of France to maintain her 
defensive forces. 


Across the Atlantic one country, at 
least, continues to show evidence of eco- 
nomic improvement. Great Britain is 
reducing unemployment and increasing 
both exports and imports, and gradually 
domestic trade and industry are reviving. 

The relations between Japan and the 
Social Soviet Republics continue some- 
what strained, and Cuba has recently 
had another revolution against the ex- 
isting government, but the disturbance 
was apparently quickly suppressed. 

There is an international conference 
in session at Montevideo—the Pan- 
American Conference. Its deliberations 
have been considerably curtailed in ad- 
vance by the announcement of President 
Roosevelt that the delegation from the 
United States could not consider ques- 
tions like the tariff and money. Pre- 
sumably the chief outcome of this as- 
semblage will be speeches and resolutions 
expressing assurances of distinguished 
consideration and of the solidarity ex- 
isting between all the countries partici- 
pating in the conference. 


GREAT BRITAIN 


As mentioned above, the position of 
trade and industry in the British Isles 
continues to improve. This improve- 
ment is particularly to be observed in 
the gain both in imports and exports, 
reduced unemployment and some revival 
in domestic manufacturing and trading. 
This gain is all the more satisfactory, 
since it has been achieved without resort 
to expedients considered necessary -by 
some other countries. Thus recovery in 
Great Britain, while gradual and in no 
sense spectacular, is on a solid basis, 
which will avoid a retracing of steps in 
the future. One of the continuing ele- 
ments of strength in the British position 
is the soundness of the banking struc- 
ture. There has been criticism of these 
banks to the effect that they were not 
sufficiently liberal in their lending poli- 


673 












Gach malar 2. any 


language by PERSONAL 
BERLITZ INSTRUCTION 


You can’t help learning languages the 
Berlitz Way—a Method scientifically 
designed to give you easy, fluent 
speech and authentic native accent in 


French, Spanish, German, Italian, 
Russian, or whatever language you 
choose. 


Small groups, to meet day or evening, 
now forming. Write, call in person, or 
phone “Secretary of Admissions,” for 


FREE BOOKLET and arrange for your 
FREE TRIAL LESSON 


BERLITZ tancvices 











30 West 34th Street, New York PEnn 6-1188 
| ere 925 N. Charles St. 
BIE Ses veacevsatastuccussndscineoes 140 Newbury St. 
CHICAGO........ Auditorium, 56 E. Congress St. 
TPIRTROET...<i.<0000<<cc0cees 820 David Whitney Bldg. 
PuIvaDetpuia....Elrae Bldg., 226 S. 15th St. 





1115 Connecticut Ave. 
Prado 62, altos 


“Language Teachers of the 
World for Fifty-six Years” 


Their soundness has not been ques- 
tioned. 

Barclay’s Bank Limited Monthly Re- 
view thus views the situation: 


cies. 


As a result of the recent increase in 
industrial employment and production 
in this country, the position prior to the 
seasonal expansion generally associated 
with the autumn is definitely more 
favorable than at the same time last 
year. Prosperity in the United King- 
dom is, however, so dependent upon ex- 
ternal trade that in considering the out- 
look it is impossible to ignore the trend 
of events abroad. In some directions 
overseas improvement is apparent, but 
in others the position remains very ob- 
scure and, until further progress has been 
made in removing those handicaps to in- 
ternational trade which have had such 
an important influence in accentuating 
the world-wide depression, recovery is 
likely to be slow. 
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Commenting on the monthly exports 
of British produce and manufactures for 
1932 and 1933 (around £30,000,000) 
Westminster Bank Limited Review says: 


When these figures are compared 
with the monthly averages of £60,000,- 
000 in 1928 and 1929, the persistently 
high level of unemployment in the ex- 
port trades is fully explained. 

In the opinion of some authorities, 
including, for example, Hartley Withers, 
international trade will not significantly 
recover until the international capital 
market resumes its old activity. In nor- 
mal times the machinery of international 
lending distributed every year some 
£300,000,000 of purchasing power—di- 
verted from the surplus savings of the 
great creditor nations to their poorer 
brethren who could find it useful em- 
ployment. Now that this very beneficial 
fertilizing stream has dried up, interna- 
tional trade is necessarily contracted. 
But resumed activity in the international 
capital market can come only when con- 
fidence in the positions and prospects of 
the weaker nations is restored. Re- 
stored confidence, and maintained con- 
fidence, indeed, is the key to further 
recovery. Not only is it essential to 
foreign lending, but it will be directly 
beneficial, for it will inspire buyers to 
undertake commitments, and sellers to 
give longer and larger credits. 


In discussing the refunding of treasury 
bills by a conversion issue, the Monthly 
Review of the Midland Bank thus calls 
attention to the desirability, from a bank- 
ing standpoint, of having a supply of 
bills available for bank investments: 


The quantity of bills of all kinds avail- 
able in the London market is at present 
inconveniently low, largely because of 
the falling off in the supply of bills aris- 
ing from trade. This movement is not 
merely a result of the shrinkage in the 
world’s international business; it is much 
more a consequence of permanent 
changes in banking methods. It follows 
that the supply of trade bills, while it 
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will no doubt increase as world trade ex- 
pands, is not likely to grow to anything 
like the extent required to offset a dras- 
tic reduction in treasury bills. If, then, 
a funding operation were to be seriously 
considered, the government would have 
to make up its mind whether the dis- 
count market, which has provided a 
valuable part of the monetary machin- 
ery of London for longer than the life 
of the joint stock banks themselves, to- 
day serves any useful purpose, and 
whether, according to the answer to that 
question, it should be preserved or ex- 
tinguished. 


This cheerful view of the industrial 
situation is taken by the Monthly Re- 
view of Lloyds Bank Limited: 


_ Current reports from home industries 

are on the whole cheerful in tone, and 
more general indicators such as the. Au- 
gust unemployment statistics, railway 
goods traffic returns, electricity consump- 
tion and the state of retail trade go to 
confirm this more hopeful view. It is 
now clear that as regards home trade an 





afirmative answer can be given to one 
of the questions anxiously asked last 
summer, namely, whether the revival 
would prove sufficiently genuine and 
permanent to last over the holidays and 
into the autumn. This month’s reports 
from the heavy industries are particu- 
larly encouraging, for they show that 
iron and steel, engineering and even 
shipbuilding are at last reviving. The 
motor industry remains very active, par- 
ticularly in the light car section, but the 
recovery is less pronounced in electrical 
engineering. The textile and clothing 
industries should benefit from the im- 
provement in home retail trade, but ex- 
port trade in cotton goods has become 
very disappointing. Taking a general 
view, there appears to be no reason why 
the revival in internal trade should not 
be maintained, but the outlook for ex- 
port business is much less certain, as it 
depends among other things upon eco- 
nomic developments in the United States 
and political developments on the Con- 
tinent. Still, combining all these fac- 
tors, it appears legitimate to look for a 
further limited recovery. 
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FRANCE 


The new ministry, headed by M. Al- 
bert Sarraut, came into office, and has 
since been largely occupied with matters 
pertaining to the budget. 

The revenue returns for September in- 
dicate total revenue from all normal and 
permanent sources of 2,857,600,000 


francs (exclusive of revenue attributed 
to the Caisse d’Amortissement), against 
2,500,000,000 in September, 1932, and 


3,618,000,000 in September, 1931. The 
yield from indirect taxation monopolies 
totaled 2,171,000,000 or 97,287,000 
francs more than in the corresponding 
month, but still 61,443,000 francs less 
than budget estimates for the month. 
This deficiency was the smallest regis- 
tered for at least two years, with the 
exception of last May. The yield from 
turnover taxes was 12,500,000 more than 
in the corresponding month of last year, 
and from the category officially known 
as “indirect taxes” 36,000,000 larger. 
Income tax produced over 201,000,000 
more than in September last year, owing 
to stricter methods. of control. |The 
month’s receipts bring the total deficit 
for the first nine months of the year, in 
respect of indirect taxes and monopolies, 
as compared with budget estimates, to a 
total of 1,255,250,000. 

Lately the Bank of France has been 
losing a considerable part of its large 
gold stock, which has been drawn on by 
Holland and Switzerland, and to some 
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extent from purchases made for Amer- 
ican account. 
ITALY 


The reduction of the bank rate from 
4 to 3.5 per cent. on September 4, and 
of the interest rate.on advances made by 
the Banca d'Italia from 5 to 4 per cent., 
affords proof of the easy conditions pre- 
vailing on the money market, conditions 
favorable to the incipient economic re- 
vival, symptoms of which are making 
themselves felt in many directions. 

The production figures for August 
show that industrial output continued 
on an upward trend during that month. 
The wholesale price index number as 
calculated by the Provincial Guild Eco- 
nomic Council of Milan, on the basis 
100 = 1913, has fallen from 283.26 in 
July to 282.45 in August and to 282.25 
in the second week of September. The 
cost of living index shows a .76 per cent. 
reduction in August as compared to 
July; the slightness of these variations 
justifies the conclusion that the price 
level is now fairly well stabilized. The 
number of business failures recorded in 
the first eight months of the year was 
7001 against 8798 in the corresponding 
period of 1932. The building permits 
issued in the first seven months—Janu- 
ary-July, 1933—show a 25.16 per cent. 
increase over those issued a year ago. 
The number of unemployed registered 
in August was 57,412 below that regis 
tered in August, 1932. 
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sound basis. 








The slow upward trend in industry is 
reflected in the improved quotations for 
industrial securities, which in the eight- 
month period, January-August, 1933, 
have risen steadily. 

The international trade deficit at the 
end of August stood at 943,500,000 
lire, against 1,349,500,000 lire at the 
corresponding date of 1932. 

Italy has recently entered on a new 
departure, by which the government as- 
sumes responsibility for the capital and 
dividends of certain corporations. At 
first this responsibility is restricted to a 
few semipublic concerns, but its exten- 
sion to include industrial corporations 
generally is contemplated. 


GERMANY 


The lack of spontaneous improvement 
remained the outstanding feature of the 
business situation during September, de- 
spite a certain increase in industry and 
employment stimulated by the govern’ 
ment public works and work-sharing 
schemes. One of the keynotes of the 
“winter plan” is to restore the normal 
functioning of the capital market and to 
create the necessary elements for the re- 
sumption of private bond issues, and 
thus to maintain employment at the 
present level during the slack winter 
months. Another keynote is the main- 
tenance of present prices and wages and 
the restoration of industrial earning ca- 
pacity, not so much by higher prices, 
but by lowering cost factors, especially 
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present interest rates for long term in- 
vestments. 

The general wholesale price index ad- 
vanced from 94.2 in August to 95.5 on 
October 2, or an increase of 5.1 points 
since the depression low in May, 1933. 
Public finance made a good showing, 
when receipts and expenditures for the 
first five months of the fiscal year (April 
to August) balanced at 2,400,000,000 
marks. The prospects for the second 
half of the fiscal year should be consid- 
ered in the light of the heavy pledges on 
anticipated revenue and the prospective 
expenditures on the construction of 
super-auto roads, now getting under 
way. 

Dr. Schacht, in a recent address, em- 
phasized the strong position of the 
Reichsbank’s note circulation. He also 
declared against open-market operations 
to facilitate speculation in securities. 


POLAND 


Total budget expenditures for the 
first six months of the fiscal year 
amounted to 836,929,000 zlotys and re- 
ceipts to 721,582,000 zlotys, represent- 
ing a deficit of 115,347,000 zlotys. 

The subscription to the recent 6 per 
cent. Polish national loan, fixed in the 
amount of 120,000,000 zlotys, was 
heavily oversubscribed, reaching 325,- 
000,000 zlotys. This loan is repayable 
at the option of the treasury after three 
years, but not later than 1944. 

It is the first time in the history of 
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Poland that an appeal was made to the 
public to enable the government to cover 
a current budget deficit, all previous 
loans having been issued for definite 
economic purposes. However, the record 
of its financial policy seems to have justi- 
fied this decision of the government, for 
during the last three years the public 
debt has been reduced by more than 
250,000,000 zlotys. The success of the 
loan indicates the confidence of the pub- 
lic that the government’s financial policy 
has been conducted on a sound basis 
ever since the world crisis made itself 
felt. The unavoidable deficits in the 
budgets since 1930 were kept within the 
limits of previously accumulated liquid 
reserves of the treasury, while expendi- 
ture was cut 30 per cent. 

The foreign indebtedness of Poland as 
of October 1 amounted to 3,823,500,000 
zlotys and its internal debt to 429,600,- 
000 zlotys, exclusive of the new Polish 
national loan. 


AUSTRIA 


The third quarter registered no re- 
cession in the upward trend which mani- 
fested itself during the summer months. 
The successful Lausanne loan provided 
funds to cover the pressing short term 
foreign obligations and to meet the most 
urgent domestic financial requirements. 
The internal loan, offered October 2, is 
expected to produce 200,000,000 paper 
schillings, most of which will be used to 
further re-employment projects. Through 
these loans the banks, particularly the 
National Bank, are in a sounder posi- 
tion. The number of unemployed re- 
ceiving the dole exceeds the figures re- 
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ported for the like period of 1932; how- 
ever, the re-employment trend has con- 
tinued much later in the year than usual, 
which is accepted as a reflection of the 
steady, though slow, improvement in the 
general economic situation. 

Relaxation in exchange control con- 
tinues. Compensation treaties with 
neighboring countries were advanced 
during the quarter. The weapon of im- 
port restrictions has been used exten- 
sively to vitalize bilateral trade agree- 
ments and to hasten negotiations with 
other countries which desire to maintain 
or increase their trade with Austria. 

According to the Vienna Herald, the 
following subscriptions to the internal 
premium loan were made by the institu- 
tions named: Austrian Savings Banks, 
45,000,000 schillings; Postal Savings 
Banks, 10,000,000; the Provincial Mort- 
gage Institutes, 3,000,000, and the 
“Phonix” Life Insurance Co., 5,000,000. 
This loan is primarily for the purpose of 
creating new public works in order to 
relieve unemployment. First of all, a 
large-scale development of Austrian 
roadways is planned in order to attract 
to Austria foreign automobilists in 
greater numbers. Through this road- 
building program it is expected that 
Austria will be in a position to employ 
many thousands of additional workmen. 


GREECE 


Economic conditions in Greece during 
the third quarter of 1933 displayed in- 
creased evidence of greater stability, fol- 
lowing the slight improvement in the 
previous quarter. The drachma re- 
mained steady at 7 drachmas to the 
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French franc, and registered further 
strength against the dollar, the latter 
being quoted at 115 drachmas on Sep- 
tember 30 as against 135 on June 30. 
The gold and foreign exchange resources 
further increased to  3,468,000,000 
drachmas at the close of the quarter 
(2,795,000,000 end of previous quar- 
ter), representing a coverage of 36 per 
cent. of notes in circulation and sight 
deposits; this increase resulted chiefly 


from partial suspension of foreign debt 


service, on which no definite agreement 
was reached during the period under 
review. Note circulation totaled 5,- 
304,000,000 drachmas on September 30 
as compared with 4,698,000,000 on 
June 30, and 4,498,000,000 and 4,208,- 
000,000, respectively, on the correspond- 
ing 1932 dates. Mortgaged revenues 
were above the 1932 level, amounting 
during the first eight months to 2,311,- 
000,000 drachmas as against 2,201,000,- 
000 in the previous period; receipts from 
tobacco and other consumption taxes 
were larger, while returns from customs 
declined. The proposed 1933-34 budget 
estimates receipts of 7,967,000,000 
drachmas and expenditures of 8,292,- 
000,000, or. a deficit of 325,000,000 
drachmas. This compares with an esti- 
mated deficit of 600,000,000 in 1932-33, 
- when actual expenditures were 9,621,- 
000,000 drachmas. 


FINLAND 
During the third quarter of the year 


the Finnish economic situation continued 
to show gradual improvement. Total 


Inquiries and correspondence invited. 


foreign trade was greater and the balance 
more favorable than for the first nine 
months of 1932. 


HOLLAND 


Reviewing the financial and economic 
conditions in Holland for the third quar- 
ter of 1933, the Financial and Economic 
Review of the Amsterdamshe Bank finds 
signs of improvement, but utters this 
warning: 


In spite of the slight advance, how- 
ever, the general economic situation in 
Holland gives quite enough cause for 
anxiety. Against the cases in which 
there has been an improvement we must 
set off those in which there has been a 
decline, and, even where there has been 
an increase of business activity, it is not 
yet coupled with the increased profits 
which mean a betterment of the financial 
position. The low prices which are the 
consequence of keen competition in the 
home market are a serious hindrance to 
any real advance. It is remarkable that 
—in contradistinction to what is oc- 
curring abroad—wholesale prices have 
risen only very slightly. 


DENMARK 


From Den Danske Landmandsbank it 
is learned that according to the agricul- 
tural balance of trade of Denmark, com- 
puted by the Agricultural Council, the 
total exports of agricultural produce in 
the first eight months of 1933 amounted 
to Kr. 611,000,000, which was Kr. 31,- 
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000,000 more than in the corresponding 
period of 1932. At the same time the 
imports of raw materials for agriculture 
were reduced by Kr. 24,000,000 to 
Kr. 124,000,000; and the result was an 
excess of exports of Kr. 487,000,000 
against Kr. 432,000,000 in January- 
August, 1932. 

While in the first half of 1932 Danish 
industrial exports were rather consider- 
ably reduced, conditions were somewhat 
more favorable in the second half of the 
year, and it has been possible to main- 
tain this improvement during the pres- 
ent year in spite of the serious impedi- 
ments created by quota systems, higher 
tariffs and failing purchasing power in 
foreign markets. 


ARGENTINE REPUBLIC 


From its branch at Buenos Aires, the 
First National Bank of Boston has re- 
ceived the following information, under 
date of October 27: 


The Roca Agreement loan was sub- 


scribed to the extent of £13,526,400 


sterling. It is reported that 90 per cent. 
of the subscription was in cash and the 
remainder in treasury notes, national 
bonds and cedulas. There was an un- 
favorable trade balance for September 
of 6,465,000 paper pesos, making a nine 
months’ favorable balance of 200,634,- 
000. The September combined bank 
statement shows deposits down 23,000,- 
000, loans down 6,000,000, cash up 11,- 
000,000, cash reserve 23.8 per cent. 


September, 1933 
Pesos 
21,000,000 
1,787,000,000 


Liabilities failures 
Bank clearings 


The Buenos Aires stock exchange 
turnover for September was 54,081,000; 
the present month is larger, with 55,000,- 
000 up to the 24th. The September 
average net price of cedulas was 85.04. 
Cedulas were firm early this month, but 
since have declined to 84.60 on the 24th. 
The sound position of national finances 
and lower interest rates paid by banks 
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have advanced all series of national in- 
ternal credit 6 per cent. bonds about six 
points. Municipal and provincial issues 
have gained one to three points. The 
latest Conversion Office report shows: 


Paper Pesos 
583,915,126 
174,972,770 
155,162,953 

1,207,069,107 


Gold reserve 
Commercial rediscounts 


RUMANIA 


Rumanian conditions improved some- 
what during the summer and early 
autumn. Unemployment declined sharply 
from the 1933 peak of 45,371 at the 
end of February to 21,084 at the end of 
July; as compared with July, 1932, there 
was.a drop of 11,725. Railway traffic 
showed no increase, but sea and river 
trafic for the first seven months was 
well above the 1932 level. August im- 
ports totaled 724,947,000 lei and ex- 
ports 1,186,507,000 lei. As compared 
with July, imports declined 32 per cent. 
and exports increased 3 per cent. Im- 
ports for the first eight months amounted 
to '7,688,952,000 lei and exports. 8,955,- 
000,000 lei, giving a favorable balance 
of 1,266,258,000 lei, as against one of 
3,105,891,000 for the like period of 
1932. Ordinary receipts for the first 
three months (April-June) of the budget 
year totaled 4,037,433,000 lei, and ex- 
penditures 5,879,966,000 lei; extraordi- 
nary receipts amounted to 542,113,000, 
and expenditures 77,777,000, giving a 


August, 1933 
Pesos 

46,000,000 

1,862,000,000 


September, 1932 
Pesos 
22,261,000 
2,04'7,000,000 


total deficit of 1,3778,197,000 lei for the 
first quarter. Gold reserve of the Na- 
tional Bank increased from 9,766,000,- 
000 lei on August 31 to 9,784,000,000 
on September 30; foreign exchange hold- 
ings decreased from 636,000,000 to 536,- 
000,000, and notes in circulation in- 
creased from 21,159,000,000 to 21,197,- 
000,000, respectively. 
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In 1859, the Bank of Montreal—then an in- 
stitution of 42 years’ experience —- opened its 


Agency in New York. This office, and the 
Bank’s offices later established at Chicago and 
San Francisco—coupled with its nation-wide 
system of branches in Canada—provide Ameri- 
can banks and financial houses having dealings 
in the Dominion with a service unexcelled in 
scope —a service backed by organization, re- 
sources and reputation. 


BANK OF MONTREAL 


Established 1817 


Total Assets in Excess of $750,000,000 


HEAD OFFICE: MONTREAL 
New York Ar 64 Wall St. 


Chicago Office: 27 South La Salle St 


an Francisco Office: 333 California St. 


Current Conditions in Canada 


HE Bank of Montreal Business 

Summary, dated October 23, gave 

the following summary of business 
conditions in Canada at mid-autumn: 


The outstanding event of the month 
has been the successful placing by the 
Dominion government of a domestic loan 
of $225,000,000 made for the purpose of 
retiring $170,000,000 maturing Victory 
loan and $40,000,000 of short term 
treasury bills, and providing $15,000,000 
of new money for general purposes. The 
loan was oversubscribed $31,000,000 in 
less than a week. By this refunding 
operation a considerable saving in in- 
- terest is effected, as well as a reduction 
of $170,000,000 in outstanding tax- 
exempt bonds. In other ways the finan- 
cial position of the Dominion is improv- 
ing. In September current revenue in- 
creased nearly $2,000,000 as compared 
with September, 1932, the second month 
in succession, while current and special 


expenditure shows a decrease of $10,- 
500,000 in the elapsed six months of the 
current fiscal year. 

In Canada conditions continue to show 
improvement. Although the data are not 
yet available for all the factors which 
are included in the index number of the 
physical volume of business in the Do- 
minion, present indications are that the 
level of August will be somewhat sur- 
passed in September. This is mainly 
due to further advances in mineral pro- 
duction, flour milling and increased ex- 
ports. The drop in price of wheat is a 
discouraging incident of recent weeks, 
since the structure of business in the 
Prairie Provinces depends upon the 
realized value of this crop. The export 
movement has been relatively slow, as a 
consequence of which the quantity of 
Canadian wheat in store in Canada on 
October 6 had risen to 229,000,000 
bushels, a quantity in excess of this 
period last year. A striking recovery in 
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trade in forest products features recent 
weeks. Whereas returns showed a de- 
crease of 19,575 car loadings of forest 
products on July 15, as compared with 
last year, those to October 7 show an 
increase of 5421 cars. Manufacturing 
industries continue to display greater ac- 
tivity, imports of raw material have 
risen, exports are larger than last year 
and the favorable balance of foreign 
trade continues to mount. Retail trade 
has experienced seasonal improvement, 
but caution is still practised in stocking 
up. Increasing consumption of hydro 
power has resulted from greater indus- 
trial activity. There was a slight de- 
cline in the index number of wholesale 
commodity prices in September and a 
further recession in the first half of the 
current month. The decline in Septem- 
ber was due mainly to lower grain prices 
and to the low prices of most of the non- 
ferrous metals. Compared with a year 
ago the index number of 502 com- 
modities, compiled by the Dominion 
Bureau of Statistics, rose from 65.9 to 
68.9 in September, but had fallen from 
70.5 in July. 

Notable is the fact that in only one 
month in the last three years, May, 1931, 
have Canada’s exports of domestic prod- 
ucts reached as large a money value as 
in September last, when they amounted 
to $57,784,000. Imports were $38,698,- 
000 in September, about the same sum 
as in August, but larger than in any 
other preceding month since June, 1932. 
A favorable feature of imports is the 
rising tide of free goods, consisting 
largely of raw materials for manufac- 
ture, importation of which increased last 
month $2,542,000 over September, 1932, 
while in the elapsed six months of the 
fiscal year the value of free goods im- 
ported was $2,639,000 greater, against 
a decrease of $24,093,000 in dutiable 
goods compared with last year. In Sep- 
tember there was an increase in all prin- 
cipal items of export except wheat, the 
value of which was $328,000 less than 
last year. In export of nickel a rapid 
increase has occurred, $2,249,000 in 
September and $10,505,000 in the last 
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six months, compared with a year ago. 
Exports of wheat flour increased $846,- 
000, of meats $800,000, of planks and 
boards $1,411,000, of wood pulp $1,000,- 
000, of newsprint $1,288,000 and of 
copper $1,130,000. The favorable bal- 
ance of trade continues to grow, having 
been $19,630,000 last month, against 
$8,160,675 in the corresponding month 
last year; and in the elapsed six months 
the excess of domestic exports over im- 
ports amounted to $65,222,000, com- 
pared with $12,435,000 in the corre- 
sponding period in 1932. 

No improvement in the _ building 
trades has yet occurred, contracts 
awarded in September being placed at 
$8,386,900, against $9,480,000 in Au- 
gust and $9,646,000 in September last 
year. 

Car loadings for three months have 
shown gratifying improvement in the 
eastern division, cumulative totals in 
which during the fourteen weeks to Oc- 
tober 7 show the following gains over 
last year: livestock 966 cars, coal 13,988 
cars, coke 1982 cars, lumber 7169 cars, 
pulpwood 6535 cars, pulp and paper 
6496 cars, ore 4261 cars. Loadings in 
the western division, however, continue 
to decrease. The slow movement of 
wheat accounts for the greater part of 
the decline, loadings of grain for the 
year to October 7 having been 28,325 
cars less than last year, and of merchan- 
dise in less than carload lots 10,995 cars 
less. 

The statement of the chartered banks 
at the close of August does not disclose 
any unusual change during that month, 
nor does it reveal any general expansion 
of trade. Bank debits for September 
amounted to $2,457,000,000, as com- 
pared with $2,098,000,000 in Septem- 
ber, 1932. 


CROP REPORT 


Under date of October 19 the Bank 
of Montreal furnishes the following, 
from its branches, regarding production 
of the principal Canadian crops: 


Canada this year has had much smaller 
crops than usual of cereals and hay, due 
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to hot, dry weather during much of the 
summer throughout the Prairie Prov- 
inces, Ontario and Quebec. Root crops 
generally, however, have been fair to 
good, and there has been a fine crop of 
apples, with yields of other fruits mostly 
below average. The wheat crop in the 
Prairie Provinces has been estimated by 
the Dominion Bureau of Statistics at 
264,000,000 bushels from 25,177,000 
acres, or an average of 10.48 bushels per 
acre. The crop is the smallest since 
1924, and the average yield the lowest 
since 1919. The wheat crop for all 
Canada is estimated at 282,771,000, as 
compared with 435,655,000 bushels last 
year. Coarse grains are a light crop 
also, oats in the Prairie Provinces being 
estimated at 186,500,000 bushels, against 
245,726,000 bushels last year, and barley 
at 48,500,000 bushels compared with 63,- 
114,000 bushels. The wheat generally is 
of good quality; over 85 per cent. of the 
wheat marketed to date in the Prairie 
Provinces has graded No. 2 Northern or 
better. In Quebec crops on the whole 
have been satisfactory, despite lower 
yields of cereals and hay. In Ontario 
most crops have been below normal. In 
the Maritime Provinces most crops were 
fairly good and the apple crop was ex- 
cellent. In British Columbia crops on 
- the whole were smaller than usual. 


The Monthly Commercial Letter, Ca- 
nadian Bank of Commerce, says: 


While the general level of business is 
still well above that of a year ago, the 
check applied in August to the marked 
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India, puts us in the best position to serve you. 
S. N. POCHKHANAWALA, Managing Director 





expansion in some of the major indus- 
tries has now been extended to a few 
of the secondary class, although full- 
time operations prevail in certain textile 
mills. Whether the comparatively good 
condition of business will continue de- 
pends upon the turn of events in those 
countries which are Canada’s chief ex- 
port markets; so far, the favorable de- 
velopments in these markets have more 
than offset the adverse influences of seri- 
ous crop damage and receding grain 
prices. 

The most recent official report on em- 
ployment, that of September 1, records 
the first gain over the corresponding sea- 
son of a preceding year since 1930, as 
well as the sharpest seasonal rise in em- 
ployment since 1929. The value of con- 
struction contracts awarded in Septem- 
ber was less than in August, but the 
decline was smaller than a year ago, 
thus illustrating the comparative stabil- 
ity at, however, a subnormal level, of 
building and engineering projects which 
has been a feature in this field for some 
months past. Rail freight trafic, which 
during the summer was above the level 
of 1932, has fallen off in September, as 
of course was to be expected, having re- 
gard to the smaller crop movement con- 
sequent upon short grain yields in the 
Prairie Provinces and a delayed harvest. 

The following table, prepared from 
the Dominion government's preliminary 
estimate of field crops for 1933 and 
from official reports issued in former 
years, is representative of the damage 
wrought by unfavorable weather during 
the greater part of the growing season: 
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First Estimate 
1933 

Bushels 
SETS ay ne een ee BR EA 282,771,000 
316,966,000 
64,291,000 
6,418,000 
756,000 


Final Estimate 
1932 
Bushels 
*428,514,000 
391,561,000 
80,773,000 
8,938,000 
2,446,000 


5-Year Average 
1927-1931 
Bushels 
415,145,000 
385,226,000 
107,637,000 
14,138,000 
3,638,600 


*This total has recently been tentatively revised to 455,000,000 bushels, but the final 
revision will not be made public until January, 1934. 


The Royal Bank of Canada in its Oc- 


tober report says: 


The summer lull in business activity 
in Canada did not take place until late 
in August. Although the decline in the 
price of grains and grain products re- 
duced the commodity price index from 
70.5 to 69.4, it is still well above the 
low point, 63.6, recorded in February. 
Adverse crop conditions throughout the 
country and the corresponding reduc- 
tion in anticipated agricultural buying 
power have constituted a check upon 
the general upward trend of business 
activity. Both manufacturing and min- 
ing operations, however, have been well 
maintained, and improvement has been 
evident in the lumbering and fishing in- 
dustries. 


The Monthly Review of the Bank of 
Nova Scotia takes the following cau- 
tious attitude toward present conditions: 


There is no doubt that during the past 
few months the condition of business has 
improved almost all over the world. This 
is reflected in its most welcome form by 
the diminished numbers of unemployed 
workers in Britain, the United States 
and elsewhere, and has brought with it 
renewed confidence in the future. 

Canada has felt the beneficial effects 
of the general revival. A proportion of 
her own unemployed workers have been 
absorbed in her mines and her factories, 
and evidence will be found in the pages 
that follow of a widespread increase in 
industrial activity. 

Nevertheless, the small size of the 
grain harvest and the sharp fall in the 


prices of grains are discouraging fea- 
tures of the past two months which can- 
not be neglected in an appraisal of the 
situation by Canadians. There is a great 
deal of lost ground to be regained before 
it will be possible again to describe our 
prospects as “normal.” Though there 
has unquestionably been some recovery, 
this country’s problems still call, and no 
less insistently than before, for patience 
and determination. 

Just as in the United States the for- 
tune of the current industrial revival still 
remains in doubt, so too, on this side of 
the border (both because the ramifica- 
tions of our trade with that of the 
United States are so intimate, and be- 
cause the volume of domestic business 
so directly depends upon the changing 
purchasing power of our farmers), it is 
necessary to be cautious in forming a 
judgment of present possibilities. 


INTERNATIONAL BANK- 
ING NOTES 


BarcLAys BANK (DoMINION, COLONIAL AND 
Overseas). William MacNamara Goode- 
nough, a director of Barclays Bank Limited, 
has been elected a director of Barclays Bank 
(Dominion, Colonial and Overseas). 


Royal BANK OF SCOTLAND. William White, 
for some four years deputy manager of this 
bank has been appointed general manager, 
to succeed the late Sir Alexander K. Wright. 
Mr. White, previous to his connection with 
the head office, had been with the London 
office, as accountant, joint manager and mana- 
ger. 


WESTMINSTER BANK LimiteD. C. D. Hely- 
Hutchinson and A. d’A. Willis have been 
appointed directors of Westminster Bank 
Limited. 





LETTERS TO THE EDITOR 


AN OPEN FORUM FOR AN EXCHANGE OF OPINIONS 


THE PRESIDENT’S MONETARY 
POLICY 


Editor, THE BANKERS MAGAZINE: 


Personally I was much disappointed 
with the “Monetary Policy” announced 
by President Roosevelt in his recent 
radio address. I do not like to be in a 
position of criticizing the President, but 
I regard the plan as unworkable. It 
looks like Professor Irving Fisher’s ideas. 
He has talked along this line for some 
years. I don’t believe that any of the 
Brain Trust would be capable of han- 
dling the theory of “Managed Cur- 
rency.” There might be a chance for 
such a plan to work, if on a world-wide 
basis. Such a theory appears attractive, 
but in the practical application it is not 
workable. 

The bankers of the United States have 
had a tough break in the last year and 
it hurt to have the President refer to 
them as he did. I always re- 
member a man telling me that a man 
might call him a bad name and he would 
laugh at him. If another man would 
call it to him, he would beat him up. 
Applying this to the recent unfavorable 
comment from all quarters regarding 
bankers, they stood for it, but when the 
President spoke uncomplimentarily of 
them, it sure hurt, and some people 
probably feel that the bankers must be a 
bad lot when the President does not 
think well of them. 

But, for all that, I believe we should 
line up and help out all we can. The 
Government is doing things this year 
that would have aroused much antag- 
onism a few years ago. The President 
is quoted as saying that if he was wrong 
on any of these theories that he would 
be the first one to admit it. Let us hope 
this will be the case. 


J. W. DUNEGAN. 


President, First National Bank, 
Stevens Point, Wis. 


A NEW STYLE OF BANKING 


Editor, THE BANKERS MAGAZINE: 


I can’t resist writing you of a brand 
new experience I’ve just had, because I 
know you are always interested in new 
developments in the bank field. 

Yesterday morning I was walking 
along Madison avenue in New York, 
and at 64th street, I noticed a charming 
colonial house. Upon coming opposite 
the door, I saw a sign announcing to all 
and sundry that here was a branch of 
the Bank of the Manhattan Company, 
founded in 1799. Wondering how this 
could be so, I ventured in and found— 
to my utter surprise—that I did not 
seem to be in a bank at all, but in the 
entrance hall of a tastefully appointed 
home. I looked around quickly for some 
reassuring earmarks, and, after diligent 
search, discovered an inconspicuous open 
counter, of handsome wood, tucked 
away in an alcove to the left of the en- 
trance hall. I felt somewhat better. But 
where were the gold and black chan- 
deliers, the pastel-tinted marble walls 
and, most noticeable of all in their ab- 
sence, the gilded cages and their robot- 
faced tellers? 

I summoned my courage and asked an 
attendant, rather hesitantly, I admit, if I 
could see the manager. I was led into 
a drawing-room in authentic 18th cen- 
tury style of decoration, and presented 
to the gentleman in charge. As you 
may well imagine, I was brimful of ques- 
tions: 


“How do you conduct business in 
such distractingly lovely surroundings? 
Where are all the cages, the counters, 
the endless black marble tables for with- 
drawal and deposit slips?” 


For answer the manager asked me to 
sit by a handsome desk next to his own. 
He then showed me that the “desk”” was 
really a counter, for in its specially con- 
structed space were all the papers and 
bills necessary for handling the usual 
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business of a bank—that is, withdrawals 
and deposits. You need not stand in line 
behind preoccupied and sullen-faced per- 
sons in this remarkable bank. Instead, 
the customer is invited to be seated and 
to enjoy the friendly conversation of 
courteous tellers while disposing of the 
necessary details. “Of course,” the 
manager said, “this manner of conduct- 
ing the bank’s affairs cannot be so well 
employed in other branches of the bank 
as in one here in the residential part of 
the city, which is patronized by ladies 
mostly.” 

The manager then suggested that he 
would show me the rest of the building, 
if I wished. You can imagine how I 
fairly jumped at an opportunity to in- 
spect this unusual place. 

We first glimpsed a men’s smoking 
room, just off the reception hall—de- 
lightfully comfortable looking—and, on 
the other side of the hall, a ladies’ retir- 
ing room, which looked like the nicest 
guest room in a spacious mansion. 

Although I would have liked climbing 
the gracefully elliptical stairs, I was led 
to a discreetly hidden elevator, and 
taken to the second floor. Here a replica 
of a room in the old Dauntless Club, 
which has a_ beautiful fireplace, old 
prints on the walls and attractive ship 
models here and there, serves for direc’ 
tors’ meetings. At this point, you may 
be sure, I was relieved to find that also 
on the second floor are clerical rooms, 
with modern filing cabinets and other 
efficient but mysterious-looking objects. 

We then went to the third floor, and 
saw a spacious meeting room, comfort- 
ably and authentically furnishéd inthe 
colonial style which pervades the: Whole 
place. This room and the=2Dauntleéss 
room, the manager told me, are available 
to the bank’s customers for meetings of 
their charitable and civic organizations. 

We also visited the basement where 
are the safe-deposit vault and the cash 
vault. An innovation of equally simple 
and clever nature has been installed here, 
for in alcoves within the gate leading to 
the vault room are desks which are 
lighted above and below simultaneously. 
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This, my guide told me, is for the pur- 
pose of eliminating losses of coupons and 
slips which may fall to the floor un- 
noticed, and be lost in the dark. 

I realize that I have failed, in this con- 
glomerate description, to emphasize the 
really important things about this bank: 
namely, the dignity, the hospitality and 
the quiet, assured efficiency. In introduc- 
ing this spirit of cordiality and personal 
relationship into their business inter- 
course, the executives of this long-estab- 
lished institution have made definite 
progress toward furthering the reinstate- 
ment of public confidence in banking 
and bankers. While I was standing in 
the entrance hall, preparing to leave, the 
spirit of the founders of the Manhattan 
Company—among whom was that great 
financier, Alexander Hamilton—seemed 
to be smiling down on their successors 
with confidence and acclamation, and I 
for one believe that all connected with 
this branch bank are to be envied for 
their contact with an experiment which 
may revolutionize bank structures and 
methods. 

M. F. K 


CULTURAL RELATIONS WITH 
LATIN AMERICA 


Editor, THE BANKERS MAGAZINE: 


May we, through your columns, draw 
the attention of your readers to the third 
annual seminar in the Caribbean, to be 
held in Cuba, March 7-14, 1934, under 
the auspices of the Committee on Cul- 
tural Relations with Latin America? 

We believe that, especially in view of 
recent developments, it is of increasing 
importance that a growing number of 
Americans should have insight into the 
problems, culture and lives of the Cuban 
people. The seminar in Cuba, like our 
annual seminar in Mexico, is designed 
to bring its members into contact with 
the plans, projects and beliefs of the 
leaders of all sectors of opinion in the 
country. 

The seminar will begin with lectures 
on shipboard from New York to Havana. 
The program in Cuba will include lec- 
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tures, round-table discussions, and field 
trips into the interior. The faculty of 
the seminar, leading its discussions and 
perfecting its contacts with Cuba and 
Cubans, will include Dr. Ernest Gruen- 
ing, Miss Elizabeth Wallace, Dr. Chester 
Lloyd Jones and Hubert C. Herring. 
Applications and requests for detailed 
information should be addressed to 


Husert C. HERRING. 


Executive Director, Committee on Cul- 
tural Relations with Latin America, 


112 East 19th street, 
New York City. 


WHY ARE WE BUYING GOLD? 


Editor, THE BANKERS MAGAZINE: 

As you are an authority on banking 
and money, I wish you would please ex- 
plain to me why the Government is buy’ 
ing gold, since the Treasury already has 
some $4,000,000,000 of that metal of 
which no use is being made. Also tell 
me why the Government is paying $33 
an ounce for gold when the former 
statutory price was some $20. 


PERPLEXED BANKER. 


The “authority” on banking and 
money which our correspondent gener- 
ously ascribes to the editor of THE 
’ BANKERS MAGAZINE is not sufficient to 
afford the explanation requested. “‘Per- 
plexed Banker” evidently assumes that 
the Government is bent on acquiring 
more gold, while still possessing a large 
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and useless stock of the metal, and is 
willing to pay a high price for something 
not really needed. Probably the real 
aim is less to acquire gold than to pay 
out dollars, thus driving their value 
down. In this case, the more gold 
bought and the higher the price paid, 
the greater would be the success of this 


policy. 
NEW JERSEY BANKERS TO MEET 


Cart K. WirTHERs, president of the New 
Jersey Bankers Association, has announced 
that the mid-winter conference of the asso- 
ciation will take place in Trenton on Janu- 
ary 18-19. This year the conference will 
cover both bank and trust matters. Mr. 
Withers and George Letterhouse, chairman 
of the Committee on Trust Matters of the 
New Jersey Bankers Association, are in 
charge. 

Mr. Withers also announced the appoint- 
ment of the following members of the Bank- 
ers NRA Code Committee for New Jersey: 
Ernest L. Bartelt, president, West Jersey 
Trust Company, Camden; Howard Biddulph, 
vice-president, Howard Savings Institution, 
Newark; William A. Conway, vice-president, 
Hudson County National Bank, Jersey City; 
John H. B. Coriell, vice-president, Morris- 
town Trust Confpany, Morristown; Claude 
H. Meredith, president, Elizabeth Trust Com- 
pany, % etl; H. Arthur Smith, president, 
Trentén Tryst, Company, Trenton; and A. G. 
Vautrinot, Easier. Egg Harbor Commercial 
Bank, Egg Hae or. 

In* addition, each of the twenty county 
associations are appointing similar commit- 
tees representing state banks and trust com- 
panies, savings banks and fiduciaries; and it 
1s expected that at the end of the sixty days 
allowed for compliance every banking insti- 
tution in New Jersey will be operating under 
the code for banks and trust companies. 





CURRENT 


ARTICLES 


A MONTHLY DIGEST OF SIGNIFICANT ARTICLES APPEARING IN 
THE GENERAL MAGAZINES OF INTEREST TO BANKERS 


THE INSURANCE OF BANK 
DEPOSITS 


By Evans WOOLLEN 
In the November Atlantic Monthly 


T is a day when bankers by and 
if large are offering considerable criti- 
cism and opposition to the deposit 
insurance provisions of the Banking Act 
of 1933. But Evans Woollen, president 
of the Fletcher Trust Company, Indian- 
apolis, in the November Atlantic 
Monthly speaks up boldly in its defense 
and has only praise to offer for the pur- 
pose of the act, if suggesting some pos- 
sible weaknesses in its details. 

It is charged, says Mr. Woollen, that 
the Banking Act represents unreasonable 
demands of the banking public, which 
are met at great injustice to banks and 
bankers; that it puts a premium on bad 
banking and will mean the ruin of many 
of our non-member banks. 

Something might be said for operating 
banks in the same way as stores, on a 
more or less caveat emptor policy. It 
would make depositors more self-reliant 
and emphasize the importance of skillful 
bank management. But we are in the 
midst of a period of increasing Govern- 
mental supervision in all phases of ac- 
tivity; and, if the Government insists on 
exercising rigid supervision over bank- 
ing activities, people are only partly to 
be blamed for concluding that any bank 
allowed to remain open is a safe deposi- 
tory for their money. 

To be sure, the plan is unjust to the 
better managed banks in taxing them to 
pay for the delinquencies of those less 
sound. But this is the way of all organ- 
ized society. The law-abiding are taxed 
to pay for protection against law-break- 
ers, and those able to protect themselves 
must help pay for the protection of the 
weak. 

Even the capable banker will profit 
from the increased confidence of the 
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public. And the temptation to careless 
management will be less great than is 
commonly supposed, since the banker 
would lose by the failure of his institu- 
tion, even though his depositors did not. 
The only effect that deposit insurance 
will have on the worthy banker’s policies 
is to enable him to maintain a slightly 
lower degree of liquidity. That there is 
an element of danger from careless and 
dishonest banking cannot be denied, but 
it must be met by rigid Governmental 
supervision. As to the possible closing 
of excluded state banks, Mr. Woollen 
emphasizes that solvency, not liquidity, 
is to be the test of admission, and ques- 
tions the desirability of making it pos- 
sible for banks which cannot meet this 
test to continue to operate. 

The really serious flaw in the whole 
plan, according to his idea, is the dubious 
prospect for effective Governmental su- 
pervision. In this, he believes, is the crux 
of the whole matter, and it is this fear 
that gives cogency to the objection that 
the plan lays on banks an unlimited and 
unpredictable liability. To meet this ob- 
jection and to spur the Government to 
strict care in regulating bank manage- 
ment, Mr. Woollen suggests that it 
might be fair to ask the Federal Govern- 
ment to contribute to the replenishment 
of the insurance fund, with the banks 
contributing perhaps up to one-fourth of 
1 per cent. of their deposits in any year 
and the Government supplying the rest. 

If some such plan as this is not 
adopted, Mr. Woollen believes the liabil- 
ities under the act may frighten some 
capital away from the banking business 
and possibly induce some of the stronger 
banks to withdraw from the Reserve 
System. But, even with this danger, he 
declares, deposit insurance is worth going 
ahead with, because it represents another 
notable experiment in socializing losses 
which would otherwise fall on the 
blameless and the helpless. 





CURRENT ARTICLES 


UNCERTAIN SECURITIES 


By GeorcE E. BATES 


In the December Forum 


AS business “honestly conceived 
H and competently administered” 
nothing to fear and much to gain 
from the Securities Act? That is a ques- 
tion that is now agitating all business 
America and provoking a wide variety 
of answers. Mr. Bates, assistant profes- 
sor of investment banking at the Har- 
vard University Graduate School of 
Business Administration, believes that 
the details of the act, its ambiguities, its 
vague risks, its dependence on judicial 
interpretation, are flaws far more serious 
than proponents of the bill are willing 
to admit. 
Business is well agreed that the prin- 
ciples of the act are laudable in the ex- 
treme. But the obscure and ambiguous 


provisions included “may well cause 
honest and responsible business to hesi- 


tate.” For instance, the act is so worded 
that it is not always clear exactly who 
are “underwriters” and who are not. 
Members of bond committees for re- 
funding maturing issues, fiscal and trans- 
fer agents may or may not be considered 
underwriters, according to the point of 
view of the interpreters. Similarly, in 
the case of a dealer buying from an 
underwriter for resale at a normal sell- 
ing commission, “one provision of the 
act would lead to the inference that such 
a dealer was not an ‘underwriter, an- 
other provision is so obscurely worded 
that it is nowise clear, and a third im- 
plies that he would be an ‘underwriter’ 
(and so liable on the entire issue).” 
There is considerable vagueness con- 
cerning the nature of the damages that 
may be recovered, especially if the per- 
_ son suing no longer owns the security. 
If the courts interpreted the provision to 
cover the actual losses sustained by each 
purchaser through whose hands _ the 
shares passed, the aggregate liability 
might far exceed the issue price. Is it 
any wonder that responsible business 
men hesitate to submit themselves as 
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guinea pigs for legal experimentation? 
The courts would, of course, in time 
work out a solution to all the uncertain- 
ties, but that is an expensive and dis- 
quieting way of accomplishing what 
Congress could do as well to begin with. 

Another unfortunate feature of the 
act is that, because of the relative sim- 
plicity of checking their registration 
statements, directors of investment trusts 
and promotional enterprises (certainly 
not operations in which investors have 
lost least during the last four years) will 
be placed in the most advantageous posi- 
tion, while the director of a large-going 
industrial concern, if competently ad- 
vised, will resign rather than face the 
huge risks. 

Again “underwriters” on small com- 
missions cannot afford either the inves- 
tigation or the risk involved, and so will 
be obliged sharply to curtail their activi- 
ties. The twenty-day “waiting period” 
is of little use to the small investors, since 
issuers will hardly send them advance 
prospectuses and they would not be 
likely to undertake either the trouble or 
the expense of checking the accuracy of 
the statements. “Any person who sells” 
is subject to most of the legal risks, and, 
if he makes any representations at all, 
must be prepared to give essentially all 
the data required for a registration state- 
ment and to “exercise reasonable care” 
that no material facts be omitted. 

“Honesty and mere competence are 
not the criteria of the act. Civil liabil- 
ity is imposed upon persons who act in 
good faith and not negligently. . 
The nebulous question of materiality to 
be judged long after the event with little 
predictability of result may well cause 
honest directors and bankers of sub- 
stance to hesitate before assuming the 
terrific penalties imposed.” 

As a remedy Mr. Bates suggests that 
Congress should set to work to remove 
all ambiguities, which cannot but hinder 
the process of business rehabilitation; 
and that the penalties imposed should be 
reappraised so that the standards for 
those held responsible should have some 
relation to ability to measure up to them. 
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In this way the legislation may be 
brought more in conformance with the 
desire of the President, who said: “The 
purpose of the legislation I suggest is to 
protect the public with the least possible 
interference to honest business.” 


GAUGING “CAPACITY TO PAY” 


An Interview with 


EUGENE S. BENJAMIN 


Formerly Credit Executive of the Irving 
Trust Company, New York City 


In the November Credit and Financial 
Management 


R. BENJAMIN, for ten years 
an official of the Irving Trust 


Company of New York City, 
has recently published in a limited edi- 
tion a book on Practical Credit Analysis, 
and it was out of a review of this book 
that the interview with Mr. Benjamin 
on his credit theories grew. 

There has for long been an accepted 
formula by which credit executives have 
steered their operations: Are the current 
assets twice the current liabilities? Many 
successful executives have gone deeper 
into the analysis of statements. But few 
have worked out a system so carefully 
and so exactly as has Mr. Benjamin. 

The most important basis for credit 
analysis is the balance sheet, says Mr. 
Benjamin, and, if properly interpreted, 
this record also tells the story of business 
efficiency. But in the average balance 
sheet several ratios of great importance 
in the question of extending credit are 
omitted. The ratios which Mr. Benja- 
min would list as important are: 


Current Ratio 

Receivables to Sales 
Merchandise to Sales 
Merchandise to Receivables 
Merchandise to Liquid Capital 
Liabilities to Sales 

Liabilities to Liquid Capital 
Turnover of Liquid Capital 
Turnover of Merchandise 
Debt Reflected in Merchandise 
Net Profit on Gross Capital 
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Plant to Gross Capital 
Cash to Bank Loans 


His system concentrates on current 
assets and liabilities, because he believes 
that the most important factor in de- 
termining the soundness of a loan is the 
debtor's ability to meet his obligations 
as they mature out of the current assets 
of the business. Investments in securi- 
ties he considers unimportant, because 
they are seldom available to pay trade 
and bank obligations. And current 
ratio, so often a fetish with credit men, 
he finds secondary to the ratio of liabili- 
ties to liquid or working capital. 

Mr. Benjamin’s plan provides also for 
the use of funded or deferred debt as 
working capital; the use of trade stand- 
ards for obtaining the general average of 
receivables, merchandise and liabilities in 
the relation to sales in each trade or in- 
dustry; and the liability ratios of per- 
centage of liabilities to sales and per- 
centage of liabilities to liquid capital, 
because, if either or both are too great, 
they react against an otherwise favorable 
current ratio. 

The ratios of turnover of liquid capi- 
tal and turnover of merchandise are 
valuable in indicating the conservative 
handling of business operations. If too 
complete reliance is placed on current 
ratio alone, there is danger that in 
liquidation assets will be shown to have 
been estimated too optimistically while 
liabilities were underestimated. 

The first six of the ratios listed Mr. 
Benjamin finds most useful in the aver- 
age credit analysis. For instance, if the 
percentage of receivables to sales is too 
large, it may indicate the inclusion of 
non-business receivables or excessive 
terms or partly frozen accounts; an un- 
duly large ~proportion of merchandise to 
sales may show an inventory that has 
not been properly depreciated; or a large 
percentage of liabilities to sales may 
mean insufficient liquid capital for vol- 
ume of sales or either receivables or mer- 
chandise in undue proportion to volume 
of sales. 

The operating ratios are what Mr. 
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Benjamin considers most significant, and 
he places no importance on such non- 
current assets as plant and machinery or 
on intangibles like patents and good- 
will. “The theory is that no business 
should have any larger amount of receiv- 
ables, merchandise or liabilities than its 
actual sales and sales terms justify, hav’ 
ing due regard to the date of the state- 
ment—that is whether the statement is 
rendered at the close or at the peak of 
an active season.” 


THE DANGERS OF INFLATION 


By BERNARD M. BARUCH 


In The Saturday Evening Post for November 
ao, 933 


HE turn to inflation is not just a 
slight change of policy which can 
be promptly called back if it turns 

out wrong. It is like a surgical opera- 


tion on the human heart. The chance 
of success is thin and desperate. The 


surgeon has a leeway of only one mis- 


take, and, if he makes it, the only other 
help needed will be the undertaker.” 

It is the duty of any democratic gov- 
ernment to prevent harm to any of its 
citizens, and inflation, Mr. Baruch be- 
lieves, is a real menace to about five- 
sixths of our population. Wages and 
salaries never rise so rapidly as prices, 
and this means that all those dependent 
on fixed incomes—many of whom have 
been close to the level of bare subsistence 
all during the depression years—will find 
their buying power still further dimin- 
ished. So that, even if inflation would 
really help our 8,000,000 producers and 
sellers, it would still work irreparable 
wrong to our 40,000,000 breadwinners 
whose incomes are matters of contract. 
And, just as soon as wages rise as much 
as prices, everything is in exactly the 
_ same ratio as before and there is no 
benefit to anybody. 

Many methods of inflation have been 
advanced. Of these the frankest and 
easiest to understand is the plan to cut 
the gold content of the dollar in half, 
which is, strictly speaking, not inflation 
but devaluation. If this were done, says 
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Mr. Baruch, it is probable that Ameri- 
can products like wheat and cotton, the 
prices of which depend on the highest 
bid in the foreign market, would bring 
just twice the amount in American dol- 
lars that they do today. But the prices 
of imports would double likewise, and 
we import more animal and vegetable 
products than we export. The cost of 
our products to the purchaser abroad 
would be exactly the same as before, so 
we could not look for any great expan- 
sion of our foreign market, while dou- 
bling the price of imports would be like 
raising a mountainous tariff wall to 
stagnate world trade still further. It is 
true that the American manufacturer— 
not the farmer—might be able to sell 
more of his goods abroad because of a 
drop in the value of the dollar—but 
only for a time, since the foreign pro- 
ducer cannot afford to buy if he cannot 
sell, and our power to purchase would 
be seriously diminished by a drop in 
dollar value. Besides, what the manu- 
facturer gained would come out of 
American labor, since his advantage lies 
solely in that the price of what he makes 
to sell would be doubled, while the 
wages he pays would remain the same. 

All prices would be increased by an 
inflationary measure only if a panic sim- 
ilar to that in Germany after the World 
War should occur. That would be an 
almost universal calamity. Most of our 
people have nothing to sell and little or 
no money with which to buy. And 
even those who did have something to 
sell at panic prices would have no assur- 
ance that the money which they received 
in return for their goods would retain 
any value. 

Another question to be considered is, 
What would inflation do to foreign 
debts? In the first place, the debts of 
other countries to us would be cut in 
two. But we also have obligations of all 
kinds abroad, and these would be exactly 
doubled. So some credit balances in our 
favor might actually be turned into 
debit balances. 

The burden of our public and private 
debts at home would be increased rather 
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than lightened. For the man who is now 
earning. $100, spending $80 and paying 
$20 on his debt would find, if the cost 
of living rose to $90, that his ability to 
pay his obligations was only half what 
it had been before. 

There is no sounder money than the 
dollar. We have 40 per cent. of the 
world’s gold, a balanced budget, a favor- 
able trade balance. If we finance our 
recovery program by borrowings backed 
by taxes sufhcient to pay interest and 
sinking funds, that will not be inflation, 
and our national credit will be preserved. 
People who talk about controlled infla- 
tion might as well talk about a controlled 
World War. 

We have reduced the salaries and 
pensions of Government employes and 
veterans. We have borrowed money 
for emergency purposes. We have asked 
creditors to scale down debts and con- 
sumers to sacrifice huge sums to help 
the farmers. How can we now double 
the expenses to be met with lowered in- 
comes, destroy Federal credit, reduce the 
purchasing power of the consumers who 
have already surrendered so much? 

“What we want is a resumption of 
normal American business.” The Ad- 
ministration has already established the 
national credit so that money can be 
borrowed for emergency expenditures to 
relieve suffering. Steps have been taken 
to correct the outstanding disparity be- 
tween prices of farm products and other 
commodities. A change in the Bank- 
ruptcy Act has adjusted the burden of 
private debts. The repeal of the 
Eighteenth Amendment will increase 
revenues and revive industry. Labor 
conditions have been stabilized and im- 
proved. The missing element is con- 
fidence, and confidence cannot be re- 
stored so long as the value of money is 
threatened. 

“T believe that inflation is an enemy 
of mankind. I believe that its employ- 
ment is an act of desperation, working 
untold hardship into our economic and 
social system, and causing bitterness and 
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malice to spread through human rela- 
tionships, as does any act of exploita- 
tion, oppression and of unreasoned and 
unintelligent use of political power.” 


NO CAUSE FOR WORRY IN ALL 
THIS SOCIALIZED INDI- 
VIDUALISM 


By Epwin R. SELIGMAN 


McVicker Professor Emeritus of Political 
Economy, Columbia University 


In the Independent Journal of Columbia 
University 


OMPLEX, confusing and contra- 
( dictory as is the outer appearance 

of events on the American scene, 
underneath they run true to one gen- 
eral pattern and one well-visualized 
plan. What they all show beneath their 
crisscross surface texture Professor Selig- 
man believes should set our minds at 
ease. For they show: “that the depres- 
sion is ending; that, for the first time in 
history, recovery from the bottom of an 
industrial cycle is being speeded con- 
sciously and effectively; that fear of un- 
controlled inflation has little basis in 
fact; that we are not on the way to 
Bolshevism, Fascism or any other sort 
of autocracy; but that we are in the 
midst of a social revolution, within the 
framework of capitalism, which promises 
lasting benefit.” 

The Roosevelt Administration came 
into ofice with two main purposes: (1) 
to banish unemployment; (2) to relieve 
the plight of the farmer and small land 
owner. Both these purposes demanded 
one thing, a rise in prices—to stop the 
deadly round of deflation, which, as un- 
employment discouraged buying, sent 
prices downward and thus created more 
unemployment; and to relieve the farm- 
er’s burden of debt, which was his prin- 
cipal difficulty. The agrarian condition 
was by no means a new one in world 
history or in our own, but the problem 
of coping with deflation had never been 
satisfactorily met. 
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A MONTHLY DIGEST OF CURRENT SPEECHES OF INTEREST TO 
BANKERS 


THE BETTER LIFE 
By SECRETARY ICKES 


In a speech at the Centenary Banquet of 


the Philadelphia Board of Trade. 
| BELIEVE we are at the dawn of an 


era when the average man and 

woman and child in the United States 
will have an opportunity for a happier 
and richer life. And it is just and de- 
sirable that this should be so. 

“After all, we are not in this world 
to work like galley slaves for long hours 
at toilsome tasks in order to accumulate 
in the hands of 2 per cent. of the popula- 
tion 80 per cent. of the wealth of the 
country. 

“We are here with hopes and aspira- 
tions and legitimate desires that we are 
entitled to have satisfied to at least a 
reasonable degree.” 


FUTURE HANDLING OF MORT- 
GAGES BASED ON EXPERIENCE 
WITH DEPRESSED REAL 
ESTATE VALUES 


By W. S. EmMms 
Trust Officer, Tracy Loan & Trust Co., 
Salt Lake City, Utah 


An address delivered on October 26, 1933, 
before the Eleventh Regional Trust Confer- 
ence, held in San Francisco, Cal. 


ITH the opening up of the rich 
lands in the West in the middle 


of the last century came a great 


demand for mortgage loans and a will- 
ingness on the part of the borrower to 
pay high rates of interest and to offer as 
security land that was constantly in- 


creasing in value. These loans were 
considered exceptionally safe, and were 
included in the investments sanctioned 
for trust funds by the laws of many 
states. 

Recent years have witnessed a con- 
siderable change in attitude and many 
difficulties with mortgage investments. 


For a part of these difficulties the mort- 
gage companies must blame their own 
handling of real estate loans. Appraisal 
itself presents many pitfalls, and it has 
been well said that, while a $100 clerk 
can collect any loans that have been in- 
telligently and carefully made, if the 
clerk is allowed to make the loans in the 
first place a financial genius cannot col- 
lect them. Appraisal is at best a matter 
of opinion; and to secure good results 
the mortgage company must hire an ap- 
praiser of sound judgment, experienced 
in the sale and purchase of property 
in that community; it must pay him 
a stated compensation, regardless of 
whether or not a loan is made; and it 
must give him sufficient time—say forty- 
eight hours—to form his opinion. 

The location of the property is of 
great importance in determining its 
value. Many companies have lost 
heavily because they loaned on commer- 
cial propery which was depreciating or 
was in a district already being deserted 
by shifting trade areas. 

Another mistake often made in the 
past was not arranging for periodic ré- 
duction of the loan (which would have 
tended to curb excessive borrowing and 
speculation). At least provision should 
be made for monthly payments on in- 
terest and taxes before the date due. 
Many banks and mortgage companies 
are conducting Tax Savings departments, 
paying interest on deposits and holding 
the money in a trust fund from which 
it may be withdrawn only to pay the 
taxes for which it was intended. 

Taxes themselves furnish another 
problem in estimating the soundness of 
a mortgage loan, for a sudden and un- 
predictable jump in the tax rate may 
turn a perfectly good loan into a thor- 
oughly bad one. 

Because of the many failures in mort- 
gage payments since the depression and 
the various mortgage moratoriums of the 
past year, mortgage companies have 
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found it necessary to separate their loans 
into two classes. Mortgages held by 
home owners are given every possible 
consideration, and foreclosure is resorted 
to only when all other remedies have 
failed. In the case of commercial loans, 
however, where the property frequently 
is occupied by a tenant or contract pur- 
chaser, prompt action is necessary to 
prevent the property from falling into 
disrepair and injuring the whole neigh- 
borhood. When foreclosures have been 
made, most mortgage houses have found 
it advisable to lease the property for the 
period before resale, since every tenant 
is a prospective purchaser and since 
property which is occupied depreciates 
less rapidly and is less subject to vandal- 
ism, while the income from rentals is 
generally sufficient to pay taxes and to 
keep the property in repair. 

The effect of the emergency Home 
Owners’ Loan Corporation is as yet un- 
certain. As it has developed, the mort- 
gagees are not to discount their mort- 
gages and receive a cash settlement, but 
are asked to accept bonds. If the Gov- 
ernment does not support these bonds, 
the plan cannot succeed. Mortgage 
holders are willing to co-operate with 
the Government by accepting a discount 
on a portion of their mortgages, but, 
since many mortgage holders are widows, 
orphans or others unable to bear any 
considerable loss, the discount must not 
be too great. 

In the past mortgagees, especially in 
the case of participating mortgages, 
have put too much emphasis on the 
value of the security back of the loan 
and too little on the borrower's ability 
to repay. Another factor responsible for 
many mortgage losses was the vicious 
habit of competing in offering a larger 
loan, lower interest rates or a longer time 
for repayment. Construction companies 
and builders often “shopped around” for 
the most advantageous terms, and then 
precipitated themselves and the loaning 
company into difficulties by optimistic 
overbuilding. 

The high regard in which mortgages 
have always been held is evidenced by 
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the fact that life insurance companies— 
among the most conservative of inves- 
tors-—have put 36 per cent. of all their 
holdings into mortgage loans. The fu- 
ture of real estate mortgages as invest- 
ments for trust funds is perfectly secure, 
if the loaning companies will but return 
to the sound principles by which mort- 
gage loaning gained respect in the early 
days of its development. 


IS THE RUBBER DOLLAR 
COMING? 


By Dr. G. F. WARREN 


Professor of Agricultural Economics, Cornell 
University 


In a speech before the American Farm 
Bureau Association last year. 


Y specialization, each of us pro- 
B duces so much of something that 
each of us can have more of every- 
thing. The battery that keeps this mod- 


ern machine running is the medium of 
exchange—money.” 


When the battery 
stalls prices drop, men are thrown out of 
employment and there is general hard- 
ship. Yet most of us believe that a cap- 
italistic system, depending on a medium 
of exchange, is the most! satisfactory 
social arrangement yet evolved, and we 
ought not to be willing to change it for 
another system because the medium of 
exchange is out of order, any more than 
we would trade an automobile for a 
wheelbarrow because its battery was de- 
fective. If we ever do shift over to 
socialism or communism, it should be be- 
cause we believe they are essentially 
better systems, not because we find some 
functions of capitalism difficult to 
handle. 

If a farmer at one time could purchase 
23 hogs for 60 sheep and later found it 
necessary to trade 120 sheep for them, 
we should not say that this necessarily 
meant that there were too many sheep. 
There might be too few hogs; there 
might be a surplus of both sheep and 
hogs, but a greater surplus of sheep. 
We should have to compare sheep and 
hogs with many other things to deter- 
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mine exactly what had caused the 
changed ratio. The situation is exactly 
the same if we substitute wheat for sheep 
and grains of gold for hogs. The money 
illusion is as deeply rooted as was ever 
the theory that the earth was flat, but, 
if we look at the matter sanely, we shall 
see that our present standard of value is 
only a given weight of a single com- 
modity, the value of which fluctuates 
with the supply and demand. 

The price level must be raised to the 
debt level, or the debt level must be 
lowered to the price level. It is not a 
question of which is better (for both are 
undesirable), but of which is worse? If 
we are to go through with deflation, we 
may as well stop trying to stave off 
bankruptcies and defaults and get the 
thing over with as quickly as possible. 
If we adopt a policy of reflation, it 
would not mean a uniform rise in all 
prices. Those prices that have fallen, 


such as the prices of basic commodities, 
would be restored, while charges like 
telephone rates, doctors’ fees and costs 


of ‘distribution, which have remained 
stationary, would not have to fall. In 
this way the relationship of farm prices 
to prices in general would automatically 
be adjusted. 

A compensated dollar is a proposal to 
vary the amount of gold in the dollar in 
accordance with the rise and fall of the 
price level—in other words, to fix the 
value of the dollar rather than its weight. 
The dollar must necessarily be a “rubber 
dollar” in respect to either value or 
weight, and a constant buying power 
cannot be attained by stabilizing the 
weight of gold for which a dollar will 
exchange. Symetallism—the use of both 
gold and silver as a monetary basis— 
would furnish a more stable basis for our 
currency than does gold alone, since two 
commodities are always more stable than 
one and the production of silver is less 
erratic than that of gold. 

“If we continue to allow our whole 
price and debt structure to be based on 
accidental discoveries of some one com- 
modity or the accidents of demand for 
it, we should not be surprised to see the 
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social system that depends on such an 
unstable medium of exchange seriously 
threatened. The present revolutions and 
political upheavals in the world are the 
direct and indirect results of a break- 
down in the medium of exchange. If 
such a monetary system continues, every 
investor, farmer, home owner and busi- 
ness man should give first: attention to 
the probable supplies of and demand for 
gold, before he considers the details of 
his business.” 


THE NEW FEDERAL SECURITIES 
ACT WITH SPECIAL REFER- 
ENCE TO TRUST BUSINESS 


By ALFRED V. GODSAVE 
Vice-President and Trust Officer, Pacific Na- 
tional Bank of Seattle, Seattle, Wash. 


An address delivered before the Regional 
Trust Conference, held under the auspices of 
the Trust Division of the American Bankers 
Asociation at San Francisco, October 27, 
1933. 


HE Securities Act of 1933 is one of 
most important acts passed by Con- 
gress in many years, and, when one 
considers the “bull markets” and mal- 
practices of the boom years, it is obvious 
that a strong uniform law governing the 
issue and ‘sale of securities was sadly 
needed. What the Securities Act is try- 
ing above all else to do is to secure com- 
plete and truthful disclosure of all ma- 
terial facts relating to any securities issue. 
Trust officers, as transfer agents or 
registrars of stock issues, as trustees of 
bond issues or as depositaries under re- 
organization plans, need not trouble 
themselves greatly with the provisions of 
the act, though, as a matter of principle, 
they should be furnished with an opinion 
of counsel that the issue concerned does 
not require registration or that the terms 
of registration have been complied with. 
With the effect of the act on general 
economic recovery, however, trust com- 
panies are very vitally concerned. 

Up to October 12, 341 registration 
statements had been filed with the Com- 
mission, of which 178 had become effec- 
tive and 129 were still pending. By far 





696 


the greater percentage of these were 
stocks of investment trusts, gold mining 
operations and liquor and brewing issues, 
with practically no public utility or in- 
dustrial issues with which any of our 
national investment houses are connected 
as underwriters. Undoubtedly new fi 
nancing is at a seriously low ebb. 

In a resolution passed to the Federal 
Reserve Board on September 19, the 
Federal Advisory Council stated: 

“Since the Securities Act of 1933 came 
into operation, the normal issue of cor- 
porate securities by responsible corpora- 
tions has almost ceased. It has become 
evident that large corporations, with re- 
sponsible boards of directors, will not 
undertake capital issues because of the 
liabilities which the act imposes upon 
them and the individual members of 
their boards of directors in regard 
thereto. It has also become evident that 
responsible investment bankers will not 
act as underwriters of corporate issues, 
because of the liabilities imposed upon 
them under the terms of the Securities 
Act of 1933. That this is so is clearly 
established from the fact that no na- 
tionally known industrial or public 
utility company has undertaken any new 
financing under the Securities Act of 
1933. 

“This situation presents a grave prob- 
lem in connection with the national in- 
dustrial recovery program and with the 
orderly restoration of credit operations 
of financial institutions. Unless this 
situation is changed, companies with 
maturing obligations will not have the 
usual facilities provided for the refund- 
ing thereof, and many sound companies 
may be faced with receivership because 
of inability to obtain capital funds for 
refunding purposes. Similarly, indus- 
trial progress requiring new capital will 
be prevented, through inability to ob- 
tain capital funds, even though sought 
by sound and seasoned enterprises.” 

At a time when the national Govern- 
ment is doing everything in its power to 
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stimulate business, it seems illogical that 
Congress should enact a law of such de- 
cidedly deflationary character and one 
putting such extreme :responsibility on 
directors and underwriters. In addition, 
Mr. Godsave, though thoroughly in sym- 
pathy with the general purposes of the 
act, doubts whether it offers any ap- 
preciable protection to investors, since 
even stocks of a highly speculative char- 
acter are eligible for registration. And 
there is always the danger that the pub- 
lic may regard the fact that no stop- 
order has been issued as implying Gov- 
ernment endorsement of the issue. 

In summary Mr. Godsave gave the 
following opinion of the act as it af- 
fects trustees: 


“(1) In our capacity of transfer 
agent, registrar, depositary and trustee 
under bond issues, it has practically no 
effect other than that it may seriously 
diminish the volume of legitimate busi- 
ness of this type that would otherwise 
be available. 

“(2) As sellers of securities, unless 
we recommend the sale, we are not 
affected. 

“(3) As purchasers of securities, 
while theoretically it gives us added pro- 
tection, I doubt very much whether in 
actual practice we will receive much 
benefit, since in selecting a trust invest- 
ment we will pay little attention to the 
fact that a security is registered; al- 
though, obviously, if we purchase a se- 
curity which is registered we will be 
given rights not previously possessed, 
against issuers, directors, underwriters, 
etc., in the event of violations of the act. 

(4) As to the many securities we 
now hold, and in which we are, after 
all, more vitally interested, it is my 
opinion that unless some of the objec- 
tionable features of the act are softened, 
general economic recovery will be seri- 
ously retarded, which will naturally ad- 
versely affect securities now in our 
portfolios.” 





THE BANK AND ITS EQUIPMENT 


A MONTHLY DEPARTMENT DEVOTED TO BANK ARCHITECTURE 
AND MODERN BANK EQUIPMENT 


Progress in Record Protection 


Interesting Display Depicts Improvements Made During Past 
Eighty Years 


X JHILE the Western Savings 
Bank, Buffalo, N. Y., was in 
the final stages of its recently 
completed reconstruction, thousands of 
Buffalonians daily over a period of sev- 
eral weeks viewed a striking display that 
was concentrated and forceful publicity 
for the bank that was “putting on a new 
dress” directly across the street. 

The display appeared in a vacant 
store window. It faced the Western 
Savings Bank directly, and was perfectly 
“timed.” The accompanying illustra- 
tion tells the story in good fashion. It 
represents the old and new in safe manu- 


= 
. 
' 


Photo courtesy Remington Rand. 


facture and record protection. The dis- 
play contained nothing but an old safe, 
a modern Safe-Cabinet and three large 
and one small placards, filled with in- 
teresting information. The safes caught 
the eye and the passers-by paused to read 
and be “sold.” 

The old safe, the most modern and 
perfect of its kind eighty years ago, was 
removed from the offices of the Western 
Savings Bank Building, which recently 
underwent complete reconstruction. 
Built in 1852, one year after the West- 
ern Savings Bank of Buffalo was organ- 
ized, the safe has protected musty, valu- 
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Recently remodelled interior of he Fairfield County Savings Bank, Norwalk, Conn., showing 


effectiveness of the low type counter. 


Chas. A. Holmes, architect, New York. 


Formerly of 


Holmes & Winslow. 


able, old legal documents. Its massive, 
rusty, steel padlock and the heavy steel 
and cement construction presented a 
vast contrast to the modern steel safe 
displayed beside it which has since been 
installed in the newly constructed vaults 
of the Western Savings Bank, which re- 
opened for business in mid-October. 
Although the old safe undoubtedly 
was burglar proof, and was believed to 
be fire proof, its steel and cement would 
have been a conductor of heat had it 
been forced to stand an intense fire test. 
The new safe of modern steel construc- 
tion, on the other hand, has been tested 
to withstand four hours of intense fire, 
and although not so bulky as the antique 
beside it, the new model is far roomier 
and affords more systematic and _ safe- 
keeping for valuable documents. 


The messages on the placards are in- 
teresting. The one, at the lower right 
on the photograph, reads as follows: 


“Protection in 1852. This old safe 
or “Treasure Chest’ was built in 1852, 
one year after the founding of Western 
Savings Bank which is now remodelling 
its quarters across the way. This par- 
ticular chest was used by a Buffalo Bank, 
prominent many years ago. Its ponder- 
ous size was-a deterrent to the burglar 
and from the interesting Jegend on the 
door plates, it was considered fire-proof. 
Fortunately it never had to prove fire 
resisting qualities, or it might not now 
be on exhibit. In those days it was 
thought that steel and concrete would 
defeat fire. As a matter of fact, they 
serve as mighty efficient heat conductors. 
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To Gain New 
Operating Economy 


INCE summer, a dozen banks have asked 
us to find for them added usable space by 
rearranging their present quarters. 


Of these twelve, those whose rearrange- 
ments are now finished have gained real relief 
from congestion at surprisingly small cost. 

We have never known a more economical 
moment for making such improvements. 


New leaflet of pictures and floor 
plans of banks recently remodeled 
will be mailed at your request. 


TILGHMAN MOYER CoO. 
The Design, Construction and Equipment of Bank Buildings 
ARCHITECTS - ENGINEERS 
ALLENTOWN PENNA. 
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Even a moderate fire would in a very 
short time heat the interior of such a 
safe to a point where papers would be 
reduced to ashes, even though untouched 
by the flames. So despite its impressive 
and romantic appearance, this relic of 
bygone days actually had but little merit 
in safeguarding valuable records and 
documents.” 


The large card opposite contained this 
information: 


“Protection in 1933. Here is the 
modern safe—The type of equipment 
now being installed by the Western 
Savings Bank in its completely modern- 
ized building. It is a DeLuxe Safe 
Cabinet, built by the local concern, Rem- 
ington Rand, Inc. It is the last word in 
effective protection and is of the type 
used by the bank to safeguard valuable 
records and papers from fire—thereby 
affording depositors the maximum of 
protection. It will withstand the sear- 
ing heat of the worst fire possible for 
upwards of four long hours and keep its 
. contents unscorched and unharmed. So 
marvellously is it built, that it might 
crash to the basement while white hot— 
might be smothered by falling beams— 
yet it would still give ample protection 
to the contents. And it weighs less, oc- 
cupies less floor space and has far 
greater capacity than those massive 


THE NEW 


MOSLER 


ELECTRICALLY-CONTROLLED 
DELAYED MOVEMENT TIMELOCK 


For Bank 
Holdup 
Protection 
Locker with rotary 
hopper top for de- 
positing reserve 
cash without open- 
ing door, which is 
equipped with above 
timelock. There are 
many models of 
safes and lockers. 


THE MOSLER SAFE CO. 


Factories: New York Office: 


HAMILTON, OHIO 373 BROADWAY 


‘safes’ popular in the days when the 
Western Savings Bank was established.” 


The card resting atop the old safe was 
a mammoth reproduction of a letter 
dated March 7, 1933, signed by the Na- 
tional Association of Safe Manufactur- 
ers, and dealing with Safe Obsolescence. 
The letter reads as follows: 


“At a meeting of the National Asso- 
ciation of Safe Manufacturers held at 
the Commodore Hotel, New York City 
on Friday, February 17th, the following 
resolution was unanimously adopted and 
spread on the minutes: 


“Whereas: It is the judgment of the 
manufacturers of fire resisting safes who 
are members of this association, that all 
safes or cabinets built prior to 1917 and 
now in use are obsolete: 


“Now therefore be it resolved: That 
the following statement be unanimously 


approved by the members of this asso- 
ciation: 


“Obsolete Safes May Mean Absolute 
Loss 


“No safes or cabinets built prior to 
1917 embody the fire protection essen- 
tials of today. 

“Because of subsequent advancement 
in the art, safes or cabinets built prior 
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to that time are recognized by unbiased 
authorities as obsolete. They are lim- 
ited in the preservation of their contents, 
either because of physical deterioration or 
deficiencies in construction and design, 
and therefore obsolete. Obsolete safes 
may mean absolute loss. 

“The interests of the user of a safe 
are best served by its repair, or the in- 
stallation of accessory equipment upon 
it, by no one other than the original 
manufacturer of the safe. Such work 
performed by cthers may completely de- 


Four robbers recently looted the First Na- 
tional Bank of Frederick, Oklahoma, of 
$3500, lining up 25 customers and the 
bank’s force of nine against the wall, while 
one man collected the money from the tills. 
The cashier and a bookkeeper were forced to 
ride on the running board of the bandits’ 
car as hostages for a few blocks until their 
escape was effected. It is said that the use 
of a time lock on the bank’s vault prevented 
the taking of a considerably larger sum of 
cash. 


AT a recent meeting of the New England 
Association of Chiefs of Police, Lloyd Curtiss 
of the Federal Laboratories said the bank 
robberies are staged with the dazzling speed 
of 60 seconds to three minutes, and blame 
for their success falls most unfairly on the 
police. He stated that police criticism was 
not justified and advocated a use of tear gas 
which can be ejected in two-fifths of a sec- 
ond and incapacitates everyone for at least 
ten minutes. It declared that it was “prob- 
ably the only practical protection.” 


THE building committee of the Boonton Na- 
tional Bank, Boonton, N. J., has contracted 
with the Tilghman Moyer Company, bank 
building specialists of Allentown, Pa., for 
alterations and additions to the bank’s quar- 
ters made necessary by the constant growth 
of the bank’s business through a period of 
years. 

The work to be done includes modern fix- 
tures and renovating for the banking room, 
also an addition to the building to provide 
needed additional work room and customers’ 
accommodations in the safe deposit depart- 
ment. 

Local labor, local supply houses, and local 
subcontractors will be used on this construc- 
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stroy the fire protective qualities of the 
safe. 


“NATIONAL ASSOCIATION OF SAFE 
MANUFACTURERS.” 


The display was indeed a graphic rep- 
resentation of the progress of record 
protection. It proved excellent publicity 
for the Western Savings Bank and af- 
forded a good measure of education in 
banking ways to many thousands who 
stopped to see and read. 





tion wherever possible. The officers of the 
bank have chosen to proceed with the work 
at this time because of the beneficial effect 
locally of placing these orders now and be- 
cause of exceptionally favorable buying 
opportunities on interior bank equipment. 


THE Rockefeller Center Branch of The 
Chase National Bank, New York, opened 
for business November 15. The new branch 
is located in the seventy-story RCA building, 
the central structure and largest unit in the 
Center, and occupies quarters on the main 
floor, mezzanine and basement at the corner 
ot Rockefeller Plaza and 49th Street. Richard 
H. Mansfield is manager of the new branch 
and James J. Rogers is assistant cashier. 

A large safe deposit vault has been in- 
stalled in the branch by The Chase Safe 
Deposit Company. The banking and vault 
floors are completely air-conditioned. 


aoe. 
DENIES BANK SECRECY 


EvIDENTLY complaints have been received at 
Washington because in so many cases for’ 
mer presidents of closed banks have been 
appointed conservators. The reason, accord 
ing to J. F. T. O'Connor, Comptroller of the 
Currency, is the lack of other available can- 
didates and the need for quick action after 
the bank holiday. Where officers of closed 
banks were reliable and competent it seemed 
best to entrust to them the conservatorship of 
the closed institution. At the same time the 
Comptroller denied that conservators with- 
held from depositors and other creditors of 
banks information as to their condition and 
pointed out that quarterly statements of con- 
dition were published in all cases. 
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A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 


How Banks Are Advertising 


Regular readers of this de- 
partment will be interested in 
the new series of articles on 
Financial Merchandising which 
begins in this issue on page 613. 
These articles will comprise the 
most complete study of financial 
merchandising ever yet pub- 
lished. 


HERE is much current discussion 
about the advisability, pro and 
con, of banks selling preferred 
stock to the Reconstruction Finance 
Corporation. The pioneer partnership 
with the Reconstruction Finance Cor- 
poration was that of the National Bank 
of Detroit. A recent display advertise- 
ment in the New York Times an- 
nounces the results of the first seven 
months of this partnership and judg- 
ing from the growth and progress of 
the bank, the arrangement has worked 
out most satisfactorily for all concerned. 
Deposits have grown from $29,629,- 
019.62 on March 31, 1933, to $163,- 
503,396.79 on October 25, 1933. Dur- 
ing the same period the number of 
accounts has increased from 4386 to 
89,174. When the bank was organized 


| Safty the watchword— 


conservative management, 
the guiding principle . . . . for 116 years. 


| BANK OF MONTREAL 


TOTAL ASSETS sN EXCESS OF. S700, 000,000 $700,000,000 


BANK OF 
/- MONT 


17 


Effective use of small space by the Bank of Montreal. 


$12,500,000 (par value) of preferred 
stock was sold to the R. F. C. which 
was matched dollar for dollar by the 
subscribing stockholders—a group of 
public spirited Detroit industrialists. 


The Perry County Bank at Hazard, 
Kentucky, recently exhibited a novel 
window display consisting of a mam- 
moth sweet potato which weighed nearly 
six pounds and was produced on the 
farm of George Grigsby, farmer. The 
potato was exhibited with the following 
caption: 

“No wonder it pays to stick to the 
soil year in and year out. Just look 
what Mr. Grigsby, by his stick-to-iveness 
has produced upon his little mountain 
farm near Hazard. This is the biggest 
sweet potato ever seen here. Let others 
of the bank’s friends go and do likewise.” 


A. E. Upton, president of the Na- 
tional City Bank of Denver, writes his 
own advertisements and is gaining quite 
a reputation for his vigorous style and 
effectiveness. Here is one he recently 
wrote on the check-cashing nuisance 
which will be read with sympathy and 
applause by many of his fellow bankers: 

“An intelligent citizen came to my 
desk a few days ago and said, ‘Mr. 
Upton, will you kindly O. K. this check 


a ak "S cldet tek On 


month enters upon its 117th year. 


tion . . . the experience 
and traditions of 116 


BANK OF MONTREAL | 


ation. TOTAL ASSETS IN EXCESS OF $700,000,000 


Canada’s oldest bank apparently 


believes in modern and progressive advertising. 
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MUST BE PAID! 


| coo frequently creates fricoon whach mever should xm The 
© tree expecilty of the conditions werrounding bank loses 

In modern commercial banksng, the mcre fact thet « loon 1 adequately wcored ond 
thet raterest 1 paad regnlarly does wot mean thet thx loon cen run indchastely 
nitical of loans whach do mot turn over 
Jaa on 4 reasonable tume base whach 
ase of necemty che bank can get the 


As « matter of fact, bank exameners 
at beast once a year. It is the ability of the bank co 
tatahes everyone that the bank nm bquad Ie proves 
actual currency to meet any demand 

From our own sandpomt a: business men. we ought to recogmize the vshoe of such an 
operating method. Repayment of loam extablnhes and umproves our own credst standing. It shows 
that we have the earning capacity, not merely to meet interest, but (0 damipate our outstanding obt. 
avers st remomable untery ah. 

Yer—bank loans must be repaid, for very senuble reasons, and st 
any man if che bank asks him to do chix at least once 2 ye 
comphance with che request heips owr bank credit 


1s no reflection on 
ar. Ass matter of fact, prompt 


The. (ORD OR- THE -STREET 


IZENS & SOUTHERN 
\ 
“od NATIONAL BANK 


No Acomant Tos Large....\Newe Tow Smelt 


In which this progressive Southern 
bank tactfully reminds the public that 
after all bank loans must be paid. 


so that I can get it cashed?” The check 
was drawn on a New York bank in 
payment of some securities the gentle- 
man had sold and I said to him, “Why 


don’t you deposit it or cash it at the 
bank where you do your business?’ 


His reply was, ‘I keep my money over 
in the Postal Savings Bank and they do 
not cash checks so I came here.” 

“I looked up at the gentleman and 
with a smile I said, “Why in hell should 
I cash it?” If I had struck him in the 
face with my fist he would not have 
been more surprised and then I noticed 
a smile came to his own face and he 
said to me, ‘I get you and I don’t blame 
you a bit.’ 

“He then said I am willing to pay 
for the service and I explained to him 
that in cashing miscellaneous checks and 
making a charge for them that once 
in a while we got stuck on a check by 
having it come back short, ‘no account, 
forgery or other irregularities” We 
then have to run around after the 
person for whom we cashed the check 
and if they. cannot take it up we are 
just out of luck. One bad one eats 
up all the charges on a hundred or a 
thousand or more according to the 
amount of the one that went bad. 


“Present conditions in the banking 
business have compelled new methods 
and we ask the public to be considerate 
and not criticize us for operating on a 
safe and profitable basis.” 


Under the caption: “ ‘No’ Needn’t be 
a Short, Unpopular Word in Banking” 
the Norristown-Penn Trust Company 
of Norristown, Pa., recently ran the 
following advertisement: 

To read the editorials of some metro- 
politan newspapers, you might think 
that bankers were a race of men born 
in the glacial age and always ready to 
say “no” to every borrower. 

The truth is that banks make their 
money by saying “yes,” because only 
by lending money can a banker secure 
the income with which to pay the 
depositor his interest, the staff members 
their salaries, and the stockholders their 
dividends. 

Lending money is one of the impor- 
tant functions of banking. 


“Planned Recovery” 
— Applied to Your Personal Affairs 


You are like most thoughtful men, you have made 

your will and carry life insurance. But have you 
organized your financial affairs into a well-knit 
estate plan for the future benefit of your family? 
Such a plan calls for the consideration as a unit 
of all the money and other property one expects 
to leave, and for the setting up of safeguards for 


the protection of the principal and the payment 
of income to beneficiaries. 


May we discuss such « plan with you? 


Cleveland Trust 


Convenient Branch Banks Throughout Greater Cleveland 
Member Federal Reserve System 


¥ 


“Planned recovery” applied to per- 

sonal affairs is the text of this copy 

which utilizes public interest in “new 

deal” slogans to drive home a financial 
lesson. 
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But, making sound loans implies peri- 
odic reductions according to promise 
and complete repayment within a short- 
term period. This means that the bor- 
rower must furnish satisfactory plans 
for repayment. 

This is necessary because the banker 
has a threefold obligation: To deposi- 
tors he promises a safe return of their 
funds; to other borrowers he promises 
accommodation in turn, and to his stock- 
holders he promises reasonable return 
on investments. To the community 
which includes depositors, borrowers, 
and stockholders, he also owes a con- 
tinually increasing surplus to provide 
a margin of safety against loss. 


The Montclair Trust Company, 
Montclair, N. J., devised a means for 
effective co-operation in a recent “Buy 
in Montclair” compaign and at the same 
time secured for the bank valuable 
publicity and good will. On the open- 
ing day of the campaign the bank issued 
to each of its sixty-eight employes five 
$1 “Buy in Montclair” drafts personally 
signed by Adolph J. Lins, president. 
These drafts were negotiable only in 
Montclair in exchange for merchandise. 
In giving out the drafts it was urged 
that they be used for the purchase of 
articles that would not otherwise be 
bought. This plan received a great deal 
of publicity not only locally but na- 
tionally and received the approbation 
of President Roosevelt and General 
Johnson. Describing the campaign in 
a recent statement the bank says: 

“The effect of the plan on our 
employes was worth far more than 
the nominal expenditure made. The 
unexpected gift of $5 in trade was 
acceptable, and they also liked the idea 
of being the agents for distributing the 
drafts among the merchants, whose 
reactions were so favorable to the trust 
company. 

“Thus, at a negligible cost we made 
an extra contribution to the success 
of the “Buy in Montclair’ campaign and 
at the same time opened a new avenue 
of good will to our merchants, stimu- 


The Story of the 
Forgotten 
Brief Case 


Jack —. promising young lawyer, 
caught a taxi to be in court on time. 
Left his briefs and other important papers 
im the taxi. Lost the case as well as the 
papers. Pretty bad. 

Jack talked it over with his old friend 

“I'm getting so absent-minded,” he 
complained bitterly, “I'm afraid it will 
ruin my career. What's wrong with me?” 


“Worry,” said his friend emphatically. 
“When you know what's worrying you, 
you'll know the cure too.” 

He found out. Jack hada’t noticed how 
anxiety over the future had been under- 
mining his nerves. Never realized how 
warried he was... and never thought 
thee could be so much real relief in 
owning a sa¥lnw account. 

Maybe it’s jast a coincidence, but Jack 
has stopped losing things sincobe sarted 
saving. 

Saving 1s easier than worrying. 


EAST RIVER 


SAVINGS BANK 


Five Convenient Offices 
291-3-5 Broadway—One Block North of City Hall 
96th St.,cor. Amsterdam Ave. 170 Broadway,or 4 Maiden Lane 
60SpringSt.,cor.LafayetteSt. 204E. 116th St..nr. Third Ave. 


Another advertisement in the “worry” 

series of the East River Savings Bank. 

The lesson is “Saving Is Easier Than 
Worrying.” 


lated our employes and obtained several 
hundred dollars’ worth of free news- 
paper publicity.” 


The current criticism that banks are 
unwilling to make loans and therefore 
are impeding business recovery is being 
answered in a series of advertisements 
now being published by the Wachovia 
Bank and Trust Company in eight of 
the leading newspapers of North Caro- 
lina. The first advertisement with the 
heading “What's Blocking the Road?” 
quotes the frequent criticism which is 
heard as follows: 

“Banks are not liberal enough in their 
loan policies. Industries, large and 
small, are crying for funds which they 
must have to go ahead. Banks, in most 
cases, have idle money which they want 
to lend. (What’s blocking the road?” 

The text of the advertisement states 
that this is a composite summary of the 
criticism of banks for their reluctance 
to “loosen up” on credit. The criticism 
is answered as follows: 

“In most cases the answer is just 
this: what a great many industries and 
individuals need is not bank loans, but 
capital financing for long time purposes. 
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Capital funds—supplied by individuals, 
corporations or governmental units— 
must meet these needs. 

“When a depositor entrusts a bank 
with his money, he does not expect to 
have it frozen into a long term indus- 
trial or commercial program. He ex- 
pects the bank to maintain at least a 
reasonable degree of the liquidity upon 
which banking authorities insist. 

“Certainly, we intend that our deposi- 
tors shall find a continuance of that 
policy at the Wachovia—just as we 
expect to have ample funds always 
available to lend to sound, solvent 
customers in accordance with approved 
banking principles.” 


The advertisement concludes by stat- 
ing emphatically that the bank is actively 
seeking good loans. 

The second advertisement of the series 
gives as a specific answer to the criticism 
the record of the Wachovia Bank and 
Trust Company with reference to mak- 
ing loans. The advertisement carries 
the heading “82 per cent., “Yes!"— 18 
per cent., “No!” The text of the 
advertisement is as follows: 

“From the amount of criticism, fair 
and otherwise, leveled at banks for 
their loan policies, the belief is preva- 
lent in many quarters that it is a rare 
dollar indeed which the banker is will- 
ing to risk with a borrower. 

“In an earlier advertisement we said, 
‘The Wachovia always has money to 
lend—in sufficient amount to sound, 
solvent individuals and enterprises.’ 

“Let’s be more specific: 

“For the year 1933 to date, 82 per 
cent. of the applications coming before 
our loan committees were granted; only 
18 per cent. were declined. 

“As compared with the year 1932, 
there has been an increase both in the 
percentage of loan applications approved 
and in the total of dollars loaned. 

“The 18 per cent. that were refused 
were made up of those who were 
unable to offer reasonable security or 
the assurance of repaying within a 
reasonable time—or both. Most of 
these needed capital, not bank credit. 
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“The original statement of policy 
stands: Wachovia is anxious to lend, 
and will continue to lend, in adequate 
amounts to sound, solvent individuals 
and concerns. 

“We are actively seeking good loans.” 

In addition to being published in the 
leading newspapers of the state, thou- 
sands of reprints of the advertisements 
are being mailed to business and profes- 
sional men in the various communities 
served by the institution. 


The Manufacturers and Traders Trust 
Company, Buffalo, New York, is mak- 
ing a survey in connection with its 
advertising of the various industrial 
groups in Buffalo in order to determine 
what proportion of each group did 
their banking with the Manufacturers 
and Traders. Industries were divided 
into five groups as follows: 

Group “A” employing 40-100 persons 

Group “B” employing 100-200 persons 

Group “C” employing 200-500 persons 

Group “D” employing 500-1000 per- 
sons 

Group “E” 


persons. 


employing over 1000 


So far investigation has shown that in 
Group “A” 51 per cent. did their bank- 
ing with the Manufacturers and Traders 
and in the “B” group 60 per cent. This 
investigation has provided an abundance 
of advertising material showing in a 
very convincing manner how effectively 
this bank is serving the industrial com: 
munity of Buffalo. 

The new series of the Commercial Na- 
tional Bank and Trust Company of New 
York gains instant attraction through 
the unusual use of illustration. One of 
this series, 8 x 11, devotes nearly two- 
thirds of its space to depicting a few 
slim cables lifting giant hooks high in 
the air—hooks that generally lift steel 
girders to their place in skyscraper struc- 
tures. Riding the hooks are two steel 
workers. Beneath the illustration the 
copy, brief and spaced for very rapid 
reading, states, “TO FASHION THE 
NEW STRUCTURE, business seeks 
strong credit connections. The Commer- 
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cial National Bank and Trust Company 
today, as always, is ready to lend money 
for the requirements of progressive busi- 
ness.” The trade-mark of the bank, es- 
tablished in past advertisements, remains 
prominent in this new series. 


Under the heading “Antagonistic In- 
terests,” the Irving Trust Company of 
New York, in a series of advertisements 
in the New York newspapers on bank 
management, explains and reconciles the 
divergent interests of bank stockholder, 
depositor and borrower. After quoting 
a passage from William Graham Sum- 
ner’s “A History of American Banking,” 
the bank says: 

“It is natural that the stockholder 
should want his bank to make as much 
profit as possible. But insistence upon 
large, immediate profits might limit serv- 
ices to depositors and make for excessive 
interest rates on loans. 
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“It is natural for the depositor to ex- 
pect in his bank liquidity to a degree 
which might deprive stockholders of in- 
come on their capital, borrowers of de- 
served accommodation and the commu- 
nity of the chief benefits of a banking 
system. 

“It is natural for the borrower to seek 
such ample credit at so low a rate of 
interest as to endanger the interests of 
depositors and stockholders alike. 

“These divergencies must be recog- 
nized, but, when met with courage and 
fairness by management, they become a 
benefit to the institution and the com: 
munity its serves; each checks and bal- 
ances the others. 

“Good management is reflected in an 
attitude of strict equity toward these 
conflicting interests. Such an attitude 
usually goes hand in hand with a sense 
of responsibility toward the public in’ 
terest.” 


What They Say 


THE REAL RECOVERY 


The real recovery is the recovery of 
justice, truth and _ righteousness.—Los 
Angeles Times. 


TRYING THE GOLDEN RULE 


Probably we shouldn’t need the other 
codes so much, if we would only put the 


golden rule on a seven-day week.— 
George Ryan in The Boston Herald. 


BEFUDDLING THE ISSUE 


Our economic organization is in proc- 
ess of evolution, and opinions vary widely 
as to the ultimate nature and direction 
of the changes now under way. It 
merely befuddles the issue to insist that, 
‘just because certain modifications in our 
industrial structure are being made to 
meet changing conditions, we must in- 
evitably end up with some such extreme 
form of organization as socialism that 
happened to be described decades ago by 
theoretical writers who could have had 
no adequate conception of existing con- 


ditions—New York Journal of Com- 


merce. 


DEVASTATING EMOTIONS 


The most devastating emotion in hu- 
man life is hate, and the next most de- 
structive and paralyzing is fear—John 


D. Rockefeller, Jr. 
A CHARTER OF FREEDOM 


The Recovery Act is not a regimenta- 
tion of industry. It is a charter of free- 
dom.—Gen. Hugh S. Johnson. 


INTERNATIONAL MONETARY 
STANDARD INEFFECTIVE 


No international monetary standard 
that can be devised will enable the coun- 
tries to live beyond their means without 
paying for it, any more than it is pos- 
sible for a family in the United States to 
live beyond its means without getting 
into trouble. Men cannot create any 
form of international relationship be- 
tween countries, individually or in 
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groups, that will make it possible for 
them to carry on unwise financial trans- 
actions between each other without 
penalty.—Fred I. Kent, in The Forum. 


INFLATION NO CURE-ALL 


My position as to controlled inflation 
has not changed. At the same time, I 
shall continue to point out that inflation 
is not a cure-all, and that when it stops, 
we will again discover our problem is 
one of achieving balance. We are still 
dodging the fact that we are a creditor 
nation, that we have high tariffs, that we 
have forty million surplus acres of crop 
land for which there is no effective mar- 
ket and that there are still twice the nor- 
mal supplies of the fundamental com- 
modities—Henry A. Wallace, Secretary 
of Agriculture. 


SUGGESTS CONSULTATION 
WITH BANKERS 


It may be well if the Administration 
will hesitate to ride “roughshod” over 
tried and proven leaders of finance. Help- 
ful co-operation may be obtained by con- 
sultation before cast-iron rules are pro- 
mulgated to be executed without fear or 
judgment as to the consequences. Credit 
is a delicate plant which may be withered 
by frost or strengthened by cultivation 
and irrigation to be productive of fruit. 
Only an expert horticulturist knows how 
to handle vegetation to produce the best 
results. Amateurs often fail. Progress 
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and upbuilding are required upon a na- 
tional scale. Requirements of widely 
separated sections differ greatly; so much 
in fact that an order might prove bene- 
ficial in one locality but withering else- 
where. A high degree of judgment and 
caution is called for if the best results 
are to be obtained. Why not, there- 
fore, consult men of the highest type in 
the profession who have knowledge based 
upon long experience, before an impera- 
tive order is issued?—-The Financial 
Chronicle. 


INFLATION CERTAIN? 


If something is not done through 
rational currency inflation to raise com- 
modity prices, the next Congress will 
repeal the President's discretionary 
powers, and make monetary inflation 
compulsory.—Chairman Harrison of the 
Senate Finance Committee. 


ECONOMIC GUINEA PIGS 


Two great countries are now serving 
as guinea pigs for economic experiments 
for the universe. They are Russia, ex- 
perimenting with communism, and the 
United States, experimenting with 
greater capitalism. The United States 
itself gave birth to the condition of mod- 
ern capitalism and that institution in 
turn has transformed the United States. 
This is what this book aims to show.— 
Bertrand de Jouvenel, in “The Crisis of 
American Capitalism.” 





REVIEW OF THE MONTH 


A SURVEY OF BANKING AND ECONOMIC CONDITIONS AS 
REVEALED IN MONTHLY TRADE LETTERS 


formation respecting the economic 

situation of the country it has been 
rarely so difficult to discern the trend of 
affairs as it is at the present time. Re- 
ports are conflicting even with regard to 
purely statistical facts about which no 
differences should exist. One set of sta’ 
tistics show prices are rising as a result 
of the Government’s gold policy; another 
that they are falling or at least station- 
ary. These differences are probably not 
to be attributed to any intention to de- 
ceive, but they most likely arise from the 
varying standards of comparison. Thus, 
wholesale prices may have risen while 
retail prices have declined. If this is 
the case, it may mean that retailers, not 
finding their stocks moving rapidly 


Prcens the customary sources of in- 


enough at the prices at which they were 
acquired, have made reductions in order 


to clear their shelves. Again, with re- 
spect to security prices. If we go back 
a short time ago, bond prices show an 
advance. But, according to Childs & 
Co., specialists in Government securities, 
outstanding Liberty and Treasury bonds, 
notes and certificates declined over $493,- 
000,000 between October 21 and Novem- 
ber 10. And, as regards the situation 
generally, the conditions are far from 
clear. In one direction there is an un- 
mistakable improvement. Employment 
is increasing. But here, again, the im- 
provement has been due, to a consider- 
able extent, to the policy of the Gov- 
ernment in putting large numbers to 
work on public construction. Auto- 
mobile construction is not quite main- 
taining its seasonal gain. Building con- 
struction is increasing—public works 
again explaining part of this advance. 
Steel production, which for some time 
has been at a low level, has lately shown 
a slight improvement. In estimating the 
value of statistics it is well to keep 
in mind the commodities being com- 
pared, their wholesale and retail 
prices, and more especially the periods of 


time to which the comparisons relate. 

Certainly, with the great majority of 
the banks in the country now open and 
functioning normally—except in the mat- 
ter of extending credit—the banking 
situation is vastly better than it was for 
a time in March, when all the banks were 
closed. There is a slight tendency in the 
direction of increased lending by the 
banks. Commercial failures in recent 
weeks have shown a declining tendency, 
and this decline is especially marked, 
when compared with similar dates in 
1932. 

Out of this complex situation some re- 
assuring facts emerge. The closed banks 
that were unable to reopen after the 
banking holiday are being restored to at 
least nominal solvency through loans 
made by the Reconstruction Finance 
Corporation, and will thus be in a posi- 
tion to resume business and to release a 
substantial part of their frozen deposits, 
which will add considerably to an im- 
mediate addition to purchasing power 
in the localities where the crippled banks 
were situated. Other banks, whose cap- 
ital funds were in need of replenish- 
ment, are being aided by the sale of their 
preferred stock or debentures to the Re- 
construction Finance Corporation. 

That evanescent element in the situa- 
tion—confidence—does not appear to 
have returned. It may be rightfully ex- 
pected, however, that when the National 
Recovery Act, the National Securities 
Act, and the New Banking Law have all 
passed through their preliminary stages, 
and have settled down into a more or 
less fixed policy, and when the monetary 
plans of the Government are more 
clearly revealed, that this necessary ele- 
ment in recovery will no longer be lack- 
ing. The healing effects of time, whether 
exaggerated or not, must count measur- 
ably in bringing about better days. 

From these semi-speculative observa- 
tions, let us turn to the situation as seen 
in the leading monthly trade letters. 
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‘THE BUSINESS REVIEW, FEDERAL RESERVE 
BANK OF PHILADELPHIA 


[November 1} 


There was an additional improvement in 
retail trade activity but a further recession 
in industrial production during September; 
these divergent tendencies continued in early 
October for the third successive month. Out- 
put of manufactures, after an unusually 
sharp rise between spring and mid-summer, 
has shown a fairly steady contraction since a 
high peak in July. Production of industrial 
fuels naturally has reflected a similar trend. 
Activity in building trades continued at an 
unusually low level, although lately it has 
shown some improvement in a certain type 
of construction heavier than that of resi- 
dential building. 

Industrial employment and payrolls in the 
aggregate, as measured by 12 occupations in 
this section, showed a continued gain for 
six months, the most pronounced increases 
occurring in the third quarter, reflecting the 
influence of the application of blanket or in- 
dustry codes. Latest preliminary reports 
from Pennsylvania factories and coal mines, 
however, indicate that the number of wage 
earners and man-hours actually worked in 
the first part of October decreased. 

The value of retail trade sales in Septem- 
ber again showed an exceptional increase and 
the volume has been fairly well maintained 
in October, gains being most noticeable in 
the latter part of the month. Wholesale 
and jobbing business, on the other hand, 
failed to register the usual increase by a con- 
siderable margin in September. Other indi- 
cators of distribution, except that of new 
passenger automobile sales, show unsatisfac- 
tory comparisons with the previous month, 
but virtually all of them are at substantially 
higher levels than they were last year. 


MONTHLY REVIEW, FEDERAL RESERVE 
BANK OF NEW YORK 


[November 1} 


During the past month there has been a 
further increase in member bank reserves 
largely as the result of additional purchases 
of Government securities by the Federal Re- 
serve banks. Excess reserves for all member 
banks throughout the country near the end 
of October exceeded $850,000,000, by far 
the largest amount ever reached. Since the 
middle of May the Reserve banks have pur- 
chased a total of $563,000,000 of Govern- 
ment securities and excess reserves of member 
banks have increased by nearly the same 
amount. Additional receipts of funds by 
member banks through deposits of currency 
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WHAT THE MONTHLY LETTERS SAY 







previously ‘hoarded and from other sources 
have been approximately balanced by the 
repayment of most of the remaining member 
bank indebtedness at the Reserve banks, the 
retirement of acceptances held by Reserve 
banks, and a small increase in reserve require- 
ments. 

The indebtedness of member banks at the 
Reserve banks is the smallest since 1917, and 
excess reserves over legal requirements are 
more widely held than at any other time in 
recent years. Member banks are therefore 
in a position to extend large amounts of 
additional credit as occasion arises. Under 
these circumstances purchases of Government 
securities by the Reserve banks were reduced 
in volume during the latter part of October. 


BUSINESS CONDITIONS, FEDERAL RESERVE 
BANK OF CHICAGO 


[October 31} 


Current data indicate a moderate slowing- 
down in certain phases of Seventh district 
business, although the volume continues con- 
siderably heavier than last year. In most 
manufacturing industries, production in the 
nine months of 1933 exceeded that for the 
same period of 1932, but in the distribution 
of commodities, except for a few groups, 
cumulative sales for the year have not at- 
tained the volume of last year, despite decided 
improvement in the last four months. 

Automobile production declined in Sep- 
tember, in accordance with seasonal trend; 
output of steel and malleable castings was 
smaller, though orders increased; and shoe 
production was less. Operations at district 
steel mills expanded between the first of 
September and early October, as consumers 
specified on old contracts before price raises 
became effective, but new business fell off 
during the period. Shipments of furniture 
manufacturers gained, with new orders de- 
clining moderately. Building construction, 
as reflected in contracts awarded, was the 
largest within a year, although the movement 
of materials diminished. Employment in Sep- 
tember reached the highest level in two years, 
though wage payments declined somewhat 
from a month previous. 

Wholesale trade during September showed 
smaller than usual gains in all reporting 
groups but drugs, which experienced a slight 
non-seasonal recession, while comparisons 
with a year ago recorded either smaller in- 
creases than a month previous or declines. 
Department store trade likewise expanded 
less than seasonally in September, and: sales 
exceeded those of a year ago to a lesser ex’ 
tent than in August. The retail shoe, furni- 
ture, and chain store trades reported larger 
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sales for September than either a month 
previous or in September last year. 

Trends in reporting member bank and Re- 
serve bank data for the period September 13 
to October 18 followed, for the most part, 
those of the preceding four-week period. 
September sales of commercial paper by deal: 
ers declined, while financing by means of 
bankers’ acceptances increased in September 
as compared with August. 


THE GUARANTY SURVEY, GUARANTY 
TRUST COMPANY OF NEW YORK 


{October 30} 


During the last several weeks, the business 
outlook in this country has tended more and 
more to center around the currency situation. 
This has been true for two reasons. In the 
first place, the national recovery program has 
not brought the swift and steady progress 
that was hoped for by its most enthusiastic 
supporters; and the disappointment felt in 
some quarters over this fact has led ‘to a 
renewal of pressure on the Administration for 
more drastic measures, principally currency 
manipulation. At the same time, large groups 
of the population have become increasingly 
aware of the fact that the recent comparative 
inaction in industry and trade is due in large 
measure to the paralyzing effects of the un- 
certain monetary outlook. Thus the issue is 
clearly drawn. Shall the failure of the NRA 
to restore prosperity overnight be made the 
occasion for drastic and dangerous experi- 
ments with the nation’s currency, or shall an 
effort be made to inject new confidence into 
the business community by a definite renun- 
ciation of all monetary ideas of an inflationary 
nature? 


NEW ENGLAND LETTER, FIRST NATIONAL 
BANK OF BOSTON 


[October 28} 


Since last July industrial activity has de- 
clined rather sharply although recently there 
have been signs of stability. In view of the 
spectacular upturn from March to July this 
contraction is not only in line with expecta- 
tions but may prove to be a healthy correc- 
tion of some of the speculative advances set 
in motion by the depreciation of the dollar. 

Despite the recent extensive decline in in- 
dustrial activity, employment has shown a 
steady’ gain. Since last March about 3,600,- 
000 men have been reabsorbed into industry, 
bringing the number of unemployed persons 
down to about 10,000,000, or a reduction 
of approximately 30 per cent. from the peak. 
The increase in employment has been ac- 
companied by a steady gain in payrolls which 
in September were approximately 60 per cent. 
above the low point of March. 


1 390 Commonwealth Avenue— 


:| Equipment, service, rates make this | 
‘*The Distinctive Boston House’’ 


: In a quiet section, yet but six} 
‘| minutes from the business, theatre ff 
| and shopping district. | 


Rooms with bath from $3.50 up 
B. M. Andrews, 





Manager 


The agricultural situation on the whole is 
showing improvement. From March to Sep- 
tember, 1933, prices of farm products have 
advanced by 30 per cent. while prices paid 
for commodities bought by the farmer in- 
creased by 16 per cent. so that farm pur- 
chasing power in consequence gained substan- 
tially during this period. According to offi- 
cial estimates, gross farm income for this 
year may be in the neighborhood of 30 per 
cent. over that of 1932. It is true that cer- 
tain branches of agriculture have not shared 
in the betterment but on the average the 
farmer is much better off than a year ago 
although his purchasing power parity is still 
well below the prewar level. One of the 
principal reasons why it is so difficult to cor- 
rect the maladjustments in agriculture is that 
the farmer does not curtail his output to any 
appreciable extent even during periods of 
great surpluses. 


MONTHLY SUMMARY, SECURITY-FIRST 
NATIONAL BANK OF LOS ANGELES 


[November 2} 


Economic conditions in Los Angeles and 
Southern California displayed receding tend- 
encies during October. The general level 
of activity, however, remains appreciably 
above that of both the first quarter of the 
current year and October, 1932. A num- 
ber of lines, particularly in the industrial 
field, have experienced increases in business 
during recent weeks as compared with pre- 
ceding months. A marked change in the 
state of business sentiment is now in evidence, 
due apparently to the realization that recov- 
ery from the depression is not to be achieved 
in a short period of time and that many dif- 
ficult problems remain to be solved. An 
important factor in the present situation is 
the uncertainty in the minds of business men 
as to the future course of prices. Buyers 
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who a few months ago rushed to increase 
their inventories have now returned to a 
hand-to-mouth purchase basis. On the other 
hand, many sellers are unwilling to commit 
themselves very far into the future. Despite 
the current hesitancy in the minds of many 
business men, however, most observers feel 
that the underlying forces in the present 
situation are directed towards a higher level 
of general prices. 


NATIONAL CITY BANK OF NEW YORK, 
MONTHLY LETTER 


{ November } 


During September department store dollar 
sales were but 2 per cent. larger than a year 
ago, and chain store and mail order sales 
about 5 per cent. larger. With prices 15 
per cent. higher, the volume of goods moved 
accordingly was smaller and judging by pre- 
liminary reports, October has not brought 
much improvement. Sales of the New York 
City department stores in the first ‘half of 
the month were 2.2 per cent. under 1932. 


THE BUSINESS OUTLOOK, WELLS FARGO 
BANK AND UNION TRUST COM~ 
PANY, SAN FRANCISCO 


[October 20} 


After four months of increases ranging 
from 0.5 per cent. to 16.5 per cent. over 
the volume of the same months last year, 
sales in California department stores during 
September declined to a point 2 per cent. 
below the level of September, 1932; for the 
year-to-date, department-store sales were 8.4 
per cent. below those of the same period in 
1932. Inventories currently are about equal 
to those of a year ago. 

The volume of wholesale trade showed 
steady expansion from April through August, 
contra-seasonally during the early part of the 
period, so that for the year-to-date as against 
that of the same 1932 period, wholesale vol- 
ume was off only 4 per cent. As compared 
with that of last year, August wholesale trade 
was especially good in furniture, electrical 
supplies, hardware, shoes, dry goods, and 
agricultural implements. 

Since April, passenger automobile sales in 
California have exceeded those of the same 
months last year, so that the January-Sep- 
tember total—77,041 units—exceeded that of 
the same 1932 period by 32.7 per cent. Sep- 
tember sales were 9591, as against the 1933 
peak of 11,593 in July, and 6017 in Sep- 
tember, 1932. Commercial car sales in 1933 
have exceeded those of 1932 since May, so 
that the January-September total was 15.6 
per cent. larger than that of the same period 
last year. 
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Bank debits at 14 principal cities of the 
state have recently approximated correspond 
ing levels of a year ago, and for~ January- 
September were 10 per cent. less than the 
same figures for last year. 

One of the few world industries which 
since 1929 has expanded its output and the 
value of its product is gold mining, the 
world’s gold production increasing from 
$403,105,000 in 1929 to $491,565,000 in 
1932. The fundamental value of gold and 
market demand for it, together with reduced 
production costs, are doubtless chiefly respon- 
sible for the increase. Of the three largest 
producers, South Africa mines about 50 per 
cent. of the world’s gold, Canada about 12 
per cent., and the United States about 9 per 
cent. 

California, the largest producer of the 
United States, accounted for $11,700,000 in 
1932, 26 per cent. more than in 1929, as 
against a corresponding 22 per cent. increase 
for the world as a whole. Most of this gold 
was produced by a few large mines in the 
Mother Lode region of the state some of 
which have been operating since the days of 
*49. However, the recent re-establishment of 
a free gold market in the United States and 
the consequent 50 per cent. increase in the 
dollar price of gold, has interested capital in 
the re-opening of several old mines which 
have not been worked for many years, and 
authorities expect that California’s gold pro- 
duction will be stepped up considerably. 


MONTHLY REVIEW, FEDERAL RESERVE 
BANK OF ST. LOUIS 


[October 30} 


The recessionary trends in trade and in- 
dustry in the Eighth district noted during the 
first half of September continued through 
that month, and were still in evidence, 
though in lesser degree, during the opening 
weeks of October. Except in the case of a 
limited number of commodities affected by 
seasonal influences, distribution made a rela- 
tively more favorable showing than produc 
tion. In distributive lines consumer goods 
were considerably more active than those in 
the category of capital industries. Retail 
sales increased ‘in September over August, 
but in Jess than the usual seasonal amount, 
and were smaller than a year ago, while the 
volume of wholesale distribution in Septem- 
ber receded more sharply than in contrast with 
the same month in 1932, and was virtually 
unchanged from that of August this year. 
Purchasing generally was along more con’ 
servative lines than during the summer, and 
the movement of merchandise through retail 
channels was held down by _ unseasonably 
warm weather which prevailed throughout 
the district during September. 





IN THE MONTH’S NEWS 


BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


COMING BANKERS’ 
CONVENTIONS 


AMERICAN BANKERS ASSOCIATION. Willard 
Hotel and National Theater, Washington, 
D. C. October 22-25, 1934. 

AMERICAN INSTITUTE OF BANKING. Wash- 
ington, D. C. June 11-14, 1934. 

CENTRAL BANK MANAGEMENT CONFER’ 
ENCE. Indianapolis, Ind. Postponed until 
further notice. 

Iowa BANKERS ASSOCIATION. 
termined, June 18-20, 1934. 

MissourRI 
15-16 1934. 

New Jersey BANKERS ASSOCIATION. Mid- 
Winter Conference. Trenton, January 18-19, 
1934. 

New Mexico BANKERS 
Franciscan Hotel, Albuquerque. 
postponed. 

New York MIDWINTER CONFERENCE. 
Federal Reserve Bank of New York. Janu- 
ary 19, 1934. 


NortH Dakota and SoutH Dakota 
BANKERS ASSOCIATIONS. Joint convention. 
Deadwood, S. D., July 2-4, 1934. 

OKLAHOMA BANKERS ASSOCIATION. Tulsa. 
May 8-9, 1934. 


TO THE AID OF UNIT BANKS 


Place unde- 


BANKERS ASSOCIATION. May 


ASSOCIATION. 
Indefinitely 


PROTECTION of the unit banker is the aim of 
the Committee on Unit or Independent 
Banking recently formed by a group of 
Minnesota bankers, and a call for help and 
advice in this movement has been sent out 
to unit banks all over the country. 

Some of the problems with which the new 
committee expects to have to deal are: Join- 
ing the Federal Deposit Insurance Fund; the 
new NRA code: possible amendments to per- 
mit otherwise good banks that may not have 
the necessary capital on July 1, 1936, to 
nevertheless continue in existence and remain 
in the Federal Deposit Insurance Fund; the 
effort now being made to prohibit banks and 
bank officers from writing insurance. 

“With Congress going into session Janu- 
ary 1, much bank legislation is expected,” the 
committee’s statement says. “Your commit- 
tee and the association is fortunate in having 
George Susens, the secretary, appointed as a 
member of the legislative committee repre- 
senting the sixteen central states. Our legis- 
lative program must include all of the banks 
in the United States. The banks in Minne- 
sota alone can do but little in Washington.” 


CHASE OPENS BRANCH IN 
PUERTO RICO 


Tur Chase National Bank of New York 
opened its new branch at San Juan, Puerto 
Rico, on November 7. In his cabled greet- 
ings to the local manager, Winthrop W. 
Aldrich, chairman of the governing board of 
the Chase, declared that this new branch 
was an expression of the bank's confidence 
in the future of Puerto Rico and her increas- 
ing business relationships with the United 
States. Joseph V. Rovensky, a vice-president 
of the Chase, went to San Juan for the open- 
Ing. 

The new branch will provide . banking 
facilities for the business interests of the 
island and those serving its export and im- 
port trade. Charles J. Schaer will be its 
manager and Ferdinand Zegri, assistant man- 
ager. Other branches of the Chase in the 
Caribbean include Havana, Cuba; Panama 
City, Panama; and Cristobal in the Canal 
Zone. 


DEVINE & CO. OPENS IN BOSTON 


C. J. Devine & Co., INC., specializing exclu- 
sively in United States Government securi- 
ties, announce the opening of a Boston office 
at 75 Federal street. The office will be under 
the supervision of Leslie A. Tucker and 
George W. Garvin. Mr. Tucker for the past 
five years has been associated with the Shaw- 
mut Corporation in charge of their Govern’ 
ment bond trading. 


Bank Buildings 


If you are considering modernizing 
5 ee present quarters or contemplat- 
ing new offices, we believe it will pay 
you to let us solve your problems. © Years 
of experience in designing bank build- 
ings qualify us to perform these services 
for you perfectly and economically. 


Booklet sent upon request 


CHAS. A. HOLMES 


formerly of 
HOLMES & WINSLOW 
Established 20 Years 


153 E. 38th Street - New York 
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PROGRESS OF HOME LOAN 
BANKS 


THE Federal Home Loan Bank System has 
made great progress during its first full year 
of operation, according to a survey made re- 
cently by William F. Stevenson, chairman of 
the Federal Home Loan Bank Board. “Start- 
ing from scratch a year ago,” said Mr. Stev- 
enson, “the system on October 10 included 
1766 members, represented by building and 
loan associations, mutual savings banks and 
other home mortgage institutions with ag- 
gregate resources of $2,172,740,000." With 
loans authorized by the regional banks 
amounting to $82,232,869 and actual loans 
advanced to member institutions aggregating 
$70,028,318, the Home Loan banks are 
relieving the shortage of home mortgage 
credit and thus creating more employment 
in the building industry and saving homes 
from mortgage foreclosures. 

Ten of the twelve Home Loan banks were 
operating at a profit on October 10, and it is 
expected that by the end of the calendar 
year the system's reserves will have reached 
a substantial figure and the system will be 
self-supporting. Legislation has now been 


passed in every state allowing state-chartered 
building and loan associations, and in many 
cases banks and insurance companies, to ap- 


ply for membership in the Home Loan Bank 
System. 

Mr. Stevenson pointed out that the distinc- 
tion between the Home Loan Bank System 
and the Home Owners Loan Corporation 
roughly parallels that between the Federal 
Reserve System and the Reconstruction 
Finance Corporation, the Home Loan Bank 
System being a permanent mortgage credit 
institution, functioning through twelve re- 
gional banks and dealing with home mortgage 
lending institutions; and the Home Owners 
Loan Corporation providing emergency re- 
lief through forty-eight state organizations 
which deal directly with home loan bor’ 
rowers. 


NEW ORLEANS BANK SHOWS 
SHARP GAIN IN DEPOSITS 


THE Hibernia National Bank in New Orleans 
shows a gain of 65 per cent. in deposits 
since the bank was nationalized last May, 
according to its statement issued in response 
to the call of the Comptroller of the Cur- 
rency as of October 25. Deposits now total 
$23,400,000. During the same period total 
resources have risen from $17,000,000 to 
$27,000,000. In addition, officials state that, 
in spite of the exceptionally high degree of 
liquidity revealed by the statement, sound, 
self-liquidating loans are being made to every 
applicant who is entitled to credit. 
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